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PREFACE 


The  International  Program  in  Taxation  was  established  at  the  Harvard  Law 
School  in  1952,  with  the  support  of  a  Ford  Foundation  grant.  This  grant  was  given 
to  assist  the  School  in  cooperating  with  the  Fiscal  Division  of  the  United  Nations 
Department  of  Economic  Affairs,  in  accordance  with  Resolution  378  G  (XIII)  of  the 
United  Nations  Economic  and  Social  Council.  The  Program  conducts  training  and 
research  relating  to  tax  laws  and  administration,  especially  in  underdeveloped 
areas  of  the  world.  In  some  phases  of  this  work  it  also  cooperates  with  the  United 
States  and  foreign  governments  and  with  other  universities  both  in  this  country 
and  abroad. 

By  combining  legal  and  economic  research  with  a  curriculum  of  instruction 
for  foreign  tax  officials,  the  Program  aims  to  provide  a  foundation  for  improvement 
of  tax  policies,  laws,  and  administrative  practices  in  many  parts  of  the  world.  Its 
activities  represent  an  important  facet  of  the  expanding  functions  of  the  Harvard 
Law  School  in  the  field  of  International  Legal  Studies.  A  summary  statement  of 
activities  during  1953-54  is  included  at  the  end  of  this  volume. 

Several  reasons  dictated  selection  of  "Agricultural  Taxation  and  Economic 
Development"  as  the  subject  of  the  Program's  first  international  conference.  In 
the  first  place,  the  agricultural  sector,  as  the  largest  segment  of  most  underdevel- 
oped economies,  must  inescapably  bear  a  substantial  portion  of  the  cost  of  both 
ordinary  governmental  activities  and  projected  economic  development.  Secondly, 
the  impact  of  taxation  on  agricultural  production  and  on  the  economic  position  of 
the  farm  population  is  of  pressing  concern  to  these  countries,  as  evidenced  by 
resolutions  of  the  United  Nations  General  Assembly  (Resolution  401  V)  and  Econom- 
ic and  Social  Council  (Resolution  370  XIII)  in  1950  and  1951,  calling  for  investiga- 
tions into  agricultural  tax  burdens  and  problems.  Thirdly,  policy-making  officials 
in  underdeveloped  countries  --as  well  as  the  economic,  fiscal,  and  agricultural 
experts  who  advise  them -- have  increasingly  recognized  both  the  needs  and  oppor- 
tunities for  improvements  in  the  structure  and  administration  of  agricultural  taxes. 
Fourthly,  relative  to  this  intensified  interest  in  the  field  of  agricultural  taxation, 
surprisingly  little  had  been  done  to  bring  together  and  analyze  existing  data  and 
knowledge  of  agricultural  taxes  and  fiscal  policies  in  the  less  advanced  economies. 

In  these  circumstances,  organization  of  a  conference  seemed  to  offer  unusual 
promise   as  a  method  of  mobilizing  expert  knowledge  not  only  to  fill  gaps  in  our 
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information  and  thinking,  but  also  to  provide  a  more  intelligent  basis  for  planning 
and  conducting  urgently  needed  research  in  this  area.  This  emphasis  on  the  devel- 
opment of  research  guidelines  reflects  the  orientation  of  the  Program's  early  work 
in  the  agricultural  tax  field,  as  well  as  the  interests  of  the  United  Nations  in  devel- 
oping an  over-all  research  plan  which  would  delineate  research  problems,  methods 
of  approach,  and  research  priorities. 

In  line  with  this  concept  of  the  Conference,  the  invitation  to  participants  stated 
its  purposes  as  follows:  ".  .  .  .  to  examine  the  existing  state  of  knowledge  in  the 
field  of  agricultural  taxation  and  economic  development,  to  evaluate  the  effective- 
ness of  alternative  methods  of  taxation,  from  the  point  of  view  of  the  problems  of 
underdeveloped  countries,  and  to  provide  guidelines  for  methods  and  directions  of 
future  investigations  in  this  important  area."  It  was  made  clear  early  in  the 
Conference  that  its  essential  task  was  to  define  and  illuminate  the  pertinent 
questions  and  thereby  pave  the  way  for  a  search  for  solutions,  rather  than  to  force 
a  premature  consensus  on  what  those  solutions  may  be.  The  Conference  culminated, 
therefore,  not  in  a  policy  statement,  but  in  Working  Group  reports  which  outline 
research  problems  and  projects  relating  to  four  aspects  of  agricultural  taxation: 
(l)  studies  of  the  relation  of  agricultural  taxation  to  economic  development;  (2) 
studies  of  possible  administrative  and  legal  improvements;  (3)  studies  of  the 
interrelations  of  taxation  and  land  tenure;  and  (4)  quantitative  studies  of  tax 
incidence  and  effects. 

The  essential  groundwork  for  the  Conference  was  laid  by  Professor  Walter  W. 
Heller  of  the  University  of  Minnesota,  who  has  served  the  Program  as  a  Consultant 
on  agricultural  taxation  and  economic  development  since  the  summer  of  1953,  and 
who  also  serves  as  a  Consultant  to  the  Fiscal  Division  of  the  United  Nations  Depart- 
ment of  Economic  Affairs.  Professor  Heller  assembled  research  materials  and 
prepared  various  memoranda  and  working  papers  which  have  been  invaluable  for 
the  development  of  the  study.  His  several  papers  in  this  volume  comprise  only  a 
small  part  of  his  contribution,  for  he  worked  closely  with  the  staff  at  all  stages  of 
preparation    for    the   Conference   and  publication  of  its   Papers  and  Proceedings. 

The  United  Nations,  through  the  Fiscal  Division  of  the  Department  of  Economic 
Affairs,  participated  in  the  planning  of  the  Conference  and  was  officially  represent- 
ed at  it,  as  were  the  following  Specialized  Agencies:  Food  and  Agriculture  Organ- 
ization, International  Bank  for  Reconstruction  and  Development,  and  International 
Monetary  Fund.  Through  the  participation  of  these  agencies  and  of  experts  from  a 
number  of  countries,  the  Conference  was  given  the  benefit  of  representation  from 
the  principal  underdeveloped  regions  of  the  world. 

The  Conference  convened  at  the  Harvard  Law  School  on  January  28  and  contin- 
ued through  February  3,  1954,  with  approximately  50  participants  in  attendance. 
These  included  specialists  in  taxation,  agricultural  economics,  land  tenure,  and 
economic  development  from  international  organizations,  United  States  Government 
departments  and  agencies,  foreign  countries,  and  several  American  universities. 
To  these  participants,  we  are  deeply  indebted.  Though  much  of  the  accomplishment 
of  the  Conference  can  be  attributed  to  the  authors  of  the  background  papers  and 
the  chairmen  of  the  Working  Groups,  the  essential  ingredients  of  its  success  were 
the  enthusiastic  response  and  valuable  contributions  of  the  participants  themselves. 
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The  Opening  Address  of  the  Conference  was  delivered  by  Dr.  Roy  Blough, 
Principal  Director,  United  Nations  Department  of  Economic  Affairs.  Dr.  Henry 
S.  Bloch,  Director  of  the  Fiscal  Division,  and  Professor  Heller  shared  with  me 
the  task  of  chairing  the  individual  sessions.  Dr.  Karl  E.  Lachmann  of  the  Fiscal 
Division  collaborated  with  me  and  the  Program's  staff  throughout  the  planning  and 
management  of  the  Conference. 

Dr.  Haskell  P.  Wald,  Economic  Advisor  to  the  Program,  served  as  Secretary 
of  the  Conference,  as  well  as  Editor  of  the  Papers  and  Proceedings  in  association 
with  Dr.  Joseph  N.  Froomkin,  Economist  in  the  Program.  Dr.  Froomkin  and  Dr. 
Gustav  F.  Papanek,  Economic  Consultant,  carried  out  with  Dr.  Wald  much  of  the 
detailed  planning  of  the  Conference  papers,  and,  together  with  Mr.  N.  Dean  Ganjei, 
acted  as  rapporteurs  for  the  plenary  sessions.  Dr.  Froomkin  prepared  the  sum- 
mary of  the  discussion.  Others  aiding  in  management  of  the  Conference  and  prep- 
aration of  the  Papers  and  Proceedings  were  Miss  Joan  Aronson,  Administrative 
Assistant,  and  Mrs.  Alida  G.  Braams,  Editorial  Assistant. 

It  doubtless  is  apparent,  but  perhaps  worth  underscoring,  that  in  publishing 
these  Papers  and  Proceedings  neither  the  Program  nor  the  authors  presume  to  be 
presenting  a  definitive  study  of  agricultural  taxation  and  economic  development. 
The  object  of  publication  is  rather  to  put  at  the  disposal  of  research  workers, 
officials  of  government  and  international  agencies,  and  other  interested  parties 
the  combination  of  factual  knowledge,  preliminary  analyses,  exchanges  of  thinking, 
and  research  suggestions  which  the  Conference  brought  into  focus  on  the  agricul- 
tural tax  problem.  If  it  provides  a  stimulus  and  a  foundation  for  further  research 
and  analysis,  the  volume  will  have  served  its  primary  purpose. 

The  Papers  and  Proceedings  are  divided  into  four  parts.  Part  One  presents 
"The  Work  of  the  Conference,"  including  a  summary  of  the  discussion  and  the 
reports  of  the  four  Working  Groups.  The  remainder  of  the  volume  is  made  up  of 
working  papers,  arranged  in  groups  which  proceed  from  general  problems  of 
fiscal  policy  in  relation  to  economic  development,  to  more  specific  treatments  of 
agricultural  taxation,  and,  finally,  to  detailed  studies  of  methods  of  agricultural 
taxation  in  selected  countries. 

The  Program's  plans  for  further  work  on  agricultural  taxation,  to  be  carried 
on  in  association  with  the  United  Nations,  include  preparation  of  a  report  synthe- 
sizing current  thinking  on  this  subject,  especially  as  embodied  in  the  Conference 
Papers  and  Proceedings,  and  presenting  an  integrated  planning  guide  for  research 
workers  in  this  field.  Selected  instruments  of  agricultural  tax  policy  and  the  impact 
of  taxation  on  the  agricultural  population  in  selected  countries  will  also  be  studied, 
together    with    other    aspects    of    taxation    in    relation    to  economic  development. 

As  in  the  past,  the  reports  and  studies  will  be  utilized  in  the  training  of 
foreign  tax  officials  participating  in  the  Program,  while  advantage  will  be  taken  of 
the  availability  of  these  officials  for  consultation  on  research  problems,  especially 
on  matters  relating  to  their  own  countries. 

We  would  like  to  take  this  occasion  to  invite  comments  on  these  research  plans 
and  suggestions  as  to  other  possible  activities  which  might  further  the  Program's 
objectives.  We  also  welcome  information  on  work  which  others  may  be  planning  in 
these  fields. 


In  planning  our  activities  we  have  been  aided  by  the  counsel  of  Professor 
David  F.  Cavers,  Associate  Dean  of  the  Harvard  Law  School,  whose  responsibilities 
include  the  School's  research  and  instructional  programs  in  International  Legal 
Studies.  We  wish  also  to  acknowledge  the  assistance  rendered  us  by  Mr.  William 
Sprague  Barnes  as  Secretary  of  International  Legal  Studies. 


Stanley  S.  Surrey 

Chairman,   Conference  on  Agricultural 

Taxation  and  Economic  Development 

and 

Director,   International  Program 

in  Taxation 


Harvard  Law  School 
Cambridge,  Massachusetts 
June  1954 
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INTRODUCTION 


The  Conference  on  Agricultural  Taxation  and  Economic  Development  met  at 
Harvard  Law  School  from  January  28  to  February  3,  1954.  A  background  of  factual 
and  analytical  information  relating  to  the  topics  on  the  Agenda  was  furnished  by 
the  working  papers  prepared  for  the  Conference. 

The  first  three  days  were  given  over  to  plenary  sessions,  conducted  as  infor- 
mal, round  table  discussions.  The  Conference  then  divided  itself  into  four  Working 
Groups,  each  of  which  was  given  the  task  of  suggesting  a  program  of  research  in 
one  important  phase  of  agricultural  taxation  in  underdeveloped  countries. 

The  Working  Groups  were  asked  to  consider  various  research  possibilities, 
including  those  mentioned  in  the  working  papers  or  during  the  Conference,  and  to 
outline  a  series  of  specific  projects  for  consideration  as  part  of  the  coordinated 
plan  of  research.  The  proposals  were  to  be  evaluated  on  the  basis  of  practicability 
and  usefulness  of  results,  without  considering  who  might  undertake  the  actual 
research  and  whether  the  requisite  staff  and  financing  would  be  available.  Insofar 
as  possible,  details  as  to  appropriate  research  techniques,  geographical  areas  to 
be    studied,    and    relative  priorities  for  individual  projects  were  to  be  supplied. 

The  Working  Groups  met  for  one  and  one -half  days,  after  which  the  Conference 
reconvened  for  two  final  plenary  sessions  to  discuss  their  reports.  Changes  sug- 
gested at  these  sessions  are  incorporated  in  the  final  reports,  which  are  published 
with  this  record  of  the  proceedings. 

The  following  summary  of  the  plenary  discussion  is  based  on  notes  taken  at 
the  meetings  and  on  recordings  of  the  sessions.  It  has  not  been  reviewed  by  the 
participants  at  the  Conference.  An  attempt  has  been  made  to  report  the  progress 
of  the  discussion  as  accurately  as  possible,  without  identifying  individual  speakers. 
Whenever  the  participants  seemed  to  be  essentially  in  agreement,  it  is  so  stated, 
although  the  apparent  consensus  at  such  points  was  not  tested  by  calling  for  a  vote 
or  asking  the  opinion  of  each  participant.  Inability  to  indicate  the  extent  of  support 
for  each  position  may  occasionally  lead  the  summary  to  give  as  much  or  more 
emphasis  to  a  position  which  may  have  appealed  to  only  a  few,  than  to  a  different 
view  which  perhaps  was  actually  closer  to  the  thinking  of  the  group  as  a  whole. 

While  the  summary  includes  the  full  range  of  views  expressed  on  the  important 
issues,  it  should  be  recognized  that  time  limitations  ordinarily  permitted  only  a 
few  participants  to  speak  on  any  one  part  of  the  agenda.  Furthermore,  many  obvious 
comments  and  generalizations  were  left  implicit  by  the  participants. 

The  participants  in  the  Conference  expressed  their  personal  views  and  not 
necessarily  those  of  the  organizations  they  represented.  For  this  reason,  the 
opinions    should    not  be   interpreted  as  the   official  views  of  these  organizations. 


SUMMARY  OF  DISCUSSION 


Appraisal  of  the  potential  role  of  agricultural  taxation  and  related  fiscal  meas- 
ures as  instruments  for  promoting  economic  development  in  underdeveloped  areas 
of  the  world  is  still  in  an  embryonic  stage.  In  the  background  papers  which  were 
prepared  for  the  Conference  and  are  published  in  this  volume,  a  number  of  impor- 
tant policy  issues  are  outlined,  often  for  the  first  time  in  current  literature.  The 
papers  also  contain  a  considerable  amount  of  new  factual  information  relating  to 
the  experience  of  numerous  countries  with  different  methods  of  taxing  agriculture. 

The  Conference  was  convened  to  examine  existing  taxes  on  agriculture  and 
their  role  in  reinforcing  or  hampering  the  forces  making  for  economic  development. 
It  was  hoped  that  the  work  of  the  Conference  would  provide  the  orientation  for 
planning  research  in  this  field  which  would  throw  further  light  on  these  issues  and 
make    possible    the    formulation    of    an    agricultural    tax  policy  for  development. 

In  the  course  of  Conference  discussion,  the  term  "agricultural  taxation"  was 
not  limited  merely  to  land,  income,  and  produce  taxes  paid  directly  by  agricultur- 
ists. It  also  encompassed  the  whole  gamut  of  excise  and  export  taxes  and,  even 
more  important,  a  variety  of  para-fiscal  measures,  such  as  marketing  boards 
and  multiple  exchange  rates,  which  affect  the  agricultural  sector. 


I.     Major  Issues  in  Developmental  Policy 

Since  the  problem  of  agricultural  taxation  in  relation  to  economic  development 
was  being  studied  virtually  for  the  first  time,  it  was  necessary  to  begin  with  a 
discussion  of  such  basic  questions  as:  (a)  relevant  characteristics  of  the  agricul- 
tural sector;  (b)  the  place  of  agriculture  in  economic  development;  (c)  the  types  of 
proprietary  relationships  among  the  farm  population;  and  (d)  the  source  of  motiva- 
tion for  work  and  investment  in  agriculture.  After  consideration  of  these  and 
related  subjects,  the  Conference  turned  to  the  problem  of  the  possible  use  of 
agricultural  taxation  to  encourage  investment  and  accomplish  desirable  transfers 
of  resources  between  the  agricultural  and  industrial  sectors,  or  within  the  agri- 
cultural sector. 


A.  The  Role  of  the  Rural  and  Urban  Sectors  in  Economic  Development 

The  Conference  considered  at  the  outset  the  differences  between  the  industrial 
and  agricultural  sectors  in  underdeveloped  countries.  The  view  was  presented  by 
one  of  the  participants  that  there  is  a  fundamental  cleavage  between  the  urban- 
industrial  and  the  agricultural-rural  sectors,  which  is  evidenced  by  the  monetiza- 
tion  of  production  in  the  industrial  sector,  as  contrasted  to  the  non-monetary 
character  of  production  in  the  agricultural  sector.  This  difference  in  organization 
of  the  activities  in  the  two  sectors  makes  it  difficult  to  gauge  the  effects  of  invest- 
ment in  agriculture  and  to  compare  these  effects  with  the  results  of  invest- 
ment in  the  urban  sector  since  investment  and  production  in  agriculture  often  are 
not  valued  in  monetary  terms. 

In  the  course  of  further  discussion,  it  was  suggested,  however,  that  one  should 
not  overstress  the  point  that  production  generally  is  monetized  in  the  industrial 
and  commercial  sectors  and  not  monetized  in  the  agricultural  sector.  A  participant 
argued  that  all  rural  economies  feel  the  impact  of  the  monetized  sector  in  one  way 
or  another,  He  did  not  see  striking  evidence  of  mal-utilization  of  land  merely 
because  certain  sectors  of  rural  economies  did  not  put  their  production  to  the  test 
of  the  price  system.  For  example,  the  utilization  of  land  in  Libya  by  fellahs,  who 
keep  it  under  barley,  and  by  Indonesians,  who  grow  rice,  would  probably  not  be 
changed  radically  by  the  monetization  of  production  of  these  particular  sectors  of 
agriculture.  In  many  instances,  it  was  argued,  the  same  motivation  for  business 
endeavors  can  be  found  in  both  sectors.  Some  of  the  activity  in  these  sectors  in 
both  developed  and  underdeveloped  countries  is  not  oriented  toward  the  market. 
On  the  other  hand,  a  number  of  complex  transactions,  such  as  production  by 
credit-financed  share-croppers,  take  place  in  agriculture  without  any  exchange  of 
money.  This  is  a  much  more  complicated  transaction  than  some  simple  monetary 
exchanges  in  the  industrial  sector. 

B.  Rural  and  Urban  Investment 

A  major  problem  in  economic  development  is  to  determine  where  the  most 
effective  response  to  capital  investment  can  be  obtained.  Considering  both  the 
scarcity  of  capital  and  the  limitation  imposed  by  the  shortage  of  managerial  skills, 
such  decisions  are  basic  to  the  drafting  of  any  developmental  program.  The  major- 
ity of  participants  expressed  the  view  that  in  most  countries  both  industry  and 
agriculture  should  share  in  the  allocation  of  funds  for  a  development  program. 
A  minority  maintained  that  industrialization  had  failed  to  solve  the  problems  of 
underdeveloped  areas,  and  that  an  approach  stressing  heavier  emphasis  on  the 
development  of  the  agricultural  sector  seems  more  promising.  In  India  and  Indo- 
nesia, for  example,  the  development  of  industry  has  not  resulted  in  a  proportional 
increase  of  the  population  engaged  in  industry  to  parallel  the  growth  of  the  impor- 
tance of  industry  in  the  national  product.  The  point  was  thus  made  that  industrial 
development  apparently  does  not  always  affect  increasing  numbers  of  the  popula- 
tion. In  this  connection,  however,  it  was  suggested  that  an  alternative  analysis  may 
be  applied  in  the  case  of  India  and  Indonesia.  Possibly  the  rate  of  population  growth 
was  greater  there  than  the  rate  of  investment,  and  industry  was  unable  to  absorb 
a  proportional  share  of  the  increment  of  new  workers. 


The  position  which  found  considerable  favor  at  the  Conference  was  that  the 
relative  priorities  to  be  assigned  to  industry  and  agriculture  will  be  different  at 
different  stages  of  the  development  program.  The  shares  to  be  allotted  to  the 
agricultural  and  industrial  sectors  will  depend,  at  the  outset  of  the  program  on  the 
economic  potential  of  a  particular  country.  For  instance,  two  predominantly  agri- 
cultural countries,  Indonesia  and  Libya,  can  aspire  to  different  economic  structures 
upon  embarking  on  a  policy  of  development.  The  ready  reserves  of  water  power  and 
the  presence  of  mineral  wealth  in  Indonesia  will  prompt  the  allocation  of  a  more 
substantial  share  of  the  funds  to  industry  there  than  would  be  advisable  in  Libya, 
where  the  absence  of  factors  favoring  the  establishment  of  industry  make  it  imper- 
ative to  attempt  to  improve  agricultural  methods  before  expending  resources  on 
industrialization. 

The  advisability  of  utilizing  resources  which  were  at  present  latent  or  under- 
employed in  a  country  was  stressed  in  determining  the  priorities  in  a  development 
program.  The  availability  of  the  underemployed  laborers  in  agriculture  in  a 
country  like  India,,  where  nearly  90  million  agricultural  laborers  are  not  fully 
occupied  the  year  'round,  would  suggest  the  urgency  of  measures  to  utilize  these 
persons.  A  participant  proposed  that  employing  the  unemployed  in  road  building  or 
clearing  land  would  be  extremely  productive  and  would  bring  additional  resources 
into  use  without  cutting  into  current  production.  He  suggested  that  special  assess- 
ments on  benefited  property,  together  with  the  revenue  derived  from  taxation  of 
the  increase  in  production  and  trade  resulting  from  the  improvements  produced  by 
such  a  program,  would  probably  soon  pay  the  government  back  the  bulk  of  its 
original  outlay. 

In  planning  development  it  was  considered  important  to  take  into  account  those 
resources  which  could  be  mobilized  and  made  productive  with  the  expenditure  of  a 
minimum  investment  or  no  investment  at  all.  Some  felt  that  bringing  out  latent 
resources,  such  as  fertile  land  that  is  not  being  used,  will  always  require  some 
capital  and  would  have  to  be  approached  in  a  cautious  manner,  since  this  method 
of  development  may  not  always  be  desirable  once  all  the  costs  and  all  the  benefits 
are  reckoned. 

C.     Land  Reform  and  Redistributive  Taxation 


Promoting  changes  in  land  tenure  was  considered  as  crucial  in  many  countries 
in  order  to  assure  the  success  of  agricultural  development  programs.  In  different 
parts  of  the  world,  existing  land  tenure  systems  hamper  efforts  to  attain  more 
efficient  land  use,  as  in  the  case  of  large  estates  in  Latin  America  where  much 
fertile  land  is  allowed  to  be  fallow;  prevent  the  introduction  of  improved  techniques, 
as  in  the  case  of  the  present  tenure  arrangements  in  the  Indo-Pakistan  sub-conti- 
nent, and  the  Middle  and  Far  East;  favor  parcellization  of  plots;  and  through 
insecurity  of  tenure  discourage  investment  by  present  tenants. 

Land  reform  must  not  only  be  comprehensive,  but  must  be  accompanied  by  a 
number  of  other  measures  -  including  tax  changes  -  to  be  successful.  In  Mexico, 
where  land  redistribution  was  begun  more  than  four  decades  ago,  there  are  still 
some  critical  problems  to  be  solved.  These  are:  (a)  to  find  land  for  some  two  out 
of  five  million  peasants  who  have  not  benefited  as  yet  from  redistribution  of 
tillable    holdings,    and    (b)  to    establish    a    market    and  credit  program  for  those 
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peasants  who  have  already  received  land.  Government  action  after  land  redistri- 
bution, to  ensure  that  the  newly  created  proprietors  will  be  able  to  adapt  to  the 
changed  structure  in  agriculture  and  will  have  sufficient  capital  to  continue  culti- 
vation, is  essential  if  the  goals  set  by  land  reform  are  to  be  attained. 

Besides  taking  positive  measures  to  help  small  cultivators,  the  government 
must  also  take  steps  to  prevent  the  accentuation  of  income  disparities  and  to 
reduce  those  which  are  already  present.  Such  steps  can  contribute  to  both  equity 
and  productivity  in  a  development  program.  Redistributive  taxation  must  be 
imposed  on  large  landlords  and  money  lenders  in  the  agricultural  sector.  In  many 
underdeveloped  countries  these  income  recipients  have  escaped  taxation;  in  other 
countries,  notably  Argentina,  Brazil,  Mexico  and  Chile,  they  have  been  granted 
larger  exemptions  than  other  taxpayers.  In  a  number  of  countries,  notably  Iran, 
and  in  some  states  in  India,  rental  income  is  not  subject  to  any  progressive 
income  tax. 

D.     The  Role  of  Government  in  Capital  Formation 

The  process  of  capital  formation  in  agriculture  has  not  been  carefully  investi- 
gated to  date.  A  contention  was  cited  that  80  to  90  per  cent  of  all  capital  formation 
in  agriculture  in  underdeveloped  countries  comes  from  non-monetary  investment 
(e.g.,  improvement  of  farm  buildings,  development  of  livestock)  by  the  farmer 
himself.  There  is,  at  present,  very  little  information  to  support  or  contradict  this 
stand.  Hardly  any  quantitative  information  is  available  for  most  underdeveloped 
countries  about  the  process  of  capital  creation  in  agriculture,  so  that  it  is  difficult 
to  generalize  about  the  effect  of  tax  and  fiscal  policy  on  this  process. 

Two  opposing  views  with  respect  to  the  shortages  of  technical  skills  and 
capital  as  a  bottle-neck  to  agricultural  development  were  brought  out  at  the 
Conference.  A  participant,  speaking  from  experience  in  Mexico,  stated  that  the 
shortage  of  skills  was  overemphasized,  and  blamed  many  of  the  difficulties  of 
development  programs  on  the  fact  that  they  do  not  map  out  the  necessary  measures 
more  systematically  and  in  greater  detail.  The  emphasis  on  a  coordinated  and 
regulated  program  of  growth  can  avoid  the  creation  of  most  of  these  bottle-necks. 
Another  participant,  basing  his  views  on  his  experience  in  Indonesia,  indicated 
that  shortages  of  both  capital  and  skills  were  serious  bottle-necks  there.  He 
greatly  doubted  that  similar  problems  are  not  encountered  in  Mexico,  or  other 
Latin  American  countries.  The  truth  of  these  contentions  cannot  be  determined 
outside  the  scope  of  development  plans  of  individual  countries.  An  ambitious  devel- 
opment blueprint  in  a  very  poor  and  backward  country  may  not  be  implemented 
because  of  shortages  of  competent  personnel  to  administer  and  run  the  contem- 
plated projects.  In  contrast,  less  ambitious  projects  in  the  same  country,  or 
similarly  less  ambitious  undertakings  in  countries  having  a  greater  reservoir 
of  skilled  technicians  may  not  be  hampered  by  the  shortage  of  necessary  personnel. 
Oftentimes,  the  difficulties  can  probably  be  overcome  by  better  utilization  of  exist- 
ing skills. 

The  role  of  government  in  encouraging  development  planning  and  at  the  same 
time  providing  the  necessary  "social  overhead"  to  make  development  possible,  was 
stressed  in  this  connection.  Especially  in  the  agricultural  sector  there  are  a  large 
number   of   important    projects    which    are    suitable  for  government  investment, 


either  because  they  are  not  revenue  producing,  such  as  roads,  or  because  the 
amount  of  investment  required  is  too  large  for  private  entrepreneurs,  e.g.,  hydro- 
electric installations  and  dams,  or  irrigation  projects. 

Whether  the  government  should  limit  itself  to  social  overhead  expenditures 
or  participate  more  fully  in  the  economic  life  of  a  country  was  considered  to  be 
determined  by  the  needs  of  particular  countries.  A  number  of  participants  saw 
the  necessity  in  certain  countries  for  government  activity  in  other  fields,  such  as 
marketing,  producing  and  distributing  fertilizers,  etc.  Others  conceived  of  govern- 
ment more  as  a  source  of  essential  services,  and  did  not  favor  large-scale 
government  enterprise.  The  latter  group  believed  that  the  tax  system  could  be 
instrumental    in    promoting    desired    production    changes    in    the    private  sector. 

E.      Desirability  of  Transferring  Resources 

The  transfer  of  resources  in  and  out  of  agriculture  was  discussed  in  the 
general  framework  of  a  fiscal  policy  oriented  as  follows:  (a)  to  alter  the  distribu- 
tion of  income,  wealth,  and  land  ownership;  (b)  to  contribute  to  economic  stability; 
(c)  to  stimulate  desired  changes  in  the  private  allocation  and  use  of  agricultural 
resources;  and  (d)  to  mobilize  and  redirect  resources  via  government. 

Transfers  of  resources  by  government  will  have  an  impact  on  (a)  persons 
who  relinquish  the  income  and  (b)  persons  who  receive  that  income.  Funds  mobil- 
ized by  the  government  may  either  be  transferred  to  other  income  recipients  or 
utilized  by  the  government  itself  for  either  the  financing  of  services  or  capital 
investment.  The  role  of  the  government  as  an  investor  and  as  a  consumer  should 
be  distinguished  from  its  role  when  it  merely  redistributes  income  between  differ- 
ent groups  of  the  population. 

Whenever  the  government  intends  to  transfer  resources  through  the  redistri- 
bution of  income  instead  of  spending  that  income  itself,  the  impact  on  the  taxpayers 
must  be  considered  together  with  the  possible  impact  on  those  groups  who  receive 
the  subsidy.  It  is  possible  to  conceive  of  levies  on  agriculture,  say,  in  the  form  of 
taxes  on  kerosene,  which  are  transferred  to  urban  consumers,  say,  by  a  subsidy 
on  bread.  The  types  of  resource  transfers  which  would  encourage  economic  devel- 
opment, though,  are  of  a  different  nature.  These  transfers  should  mobilize  incomes 
of  consumers  and  redistribute  them  to  producers.  If  it  is  possible  to  tax  urban 
(or  rural)  consumers  and  redistribute  the  tax  to  rural  (or  urban)  producers,  an 
encouragement  to  production  and  investment  can  be  envisaged.  For  economic 
development,  the  desirable  transfers  are  those  which  promote  aggregate  invest- 
ment, e.g.,  transfers  from  agricultural  consumers  to  agricultural  producers. 
It  was  noted,  though,  that  in  many  cases  the  consumers  and  producers  will  be 
identical  so  that  care  must  be  exercised  in  selecting  the  tax  tools  if  investment 
is  not  to  decline  as  a  result  of  badly  planned  transfers. 

Contemplated  transfers  may  also  ffect  the  pattern  of  consumer  demand. 
Thus,  as  aggregate  income  levels  change,  the  demand  for  particular  commodities 
may  change  as  well.  The  more  desirable  changes  in  demand  patterns  during  a 
program  of  economic  development  are  those  which  induce  the  consumption  of 
domestic  instead  of  imported  goods,  since  foreign  exchange  is  generally  in  short 
supply  at  that  time. 
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In  view  of  the  absence  of  information  about  patterns  of  expenditure  and  invest- 
ment, little  could  be  said  about  the  over- all  effects  on  investment  resulting  from 
these  transfers.  There  was  no  consensus  either  about  the  prospective  fields  where 
the  returns  would  be  most  promising  (i.e.,  where  capital-output  ratios  would  be 
lowest).  A  number  of  agricultural  specialists  believed  that  very  high  returns  could 
often  be  obtained  in  the  rural  sector  from  moderate  amounts  of  investment.  Their 
judgment  was  based  on  the  results  of  a  number  of  pilot  projects  in  underdeveloped 
countries.  They  acknowledged  that  the  testing  of  the  applicability  of  these  findings 
to  large  scale  undertakings  must  await  the  results  of  the  utilization  of  these  tech- 
niques in  extensive  experiments  such  as  are  now  being  conducted  in  India. 

A  development  model,  which  assumes  an  original  impetus  to  agriculture 
through  investment  in  that  sector,  was  proposed  as  a  likely  pattern  of  economic 
development.  The  model  envisages  taxing  away  most  of  the  increase  of  production 
in  agriculture  at  a  subsequent  stage  to  provide  the  necessary  funds  for  investment 
in  industry. 

The  practicability  of  such  measures  was  questioned  by  a  participant,  who  drew 
on  the  experience  of  India.  He  pointed  out  that  unless  it  is  contemplated  to  reorgan- 
ize the  structure  of  taxation  completely,  the  yield  from  these  taxes  is  extremely 
inflexible  and  does  not  play  an  important  part  in  government  finance.  Only  some  7 
per  cent  of  the  total  revenue  of  the  government  in  India  comes  from  taxes  on  land. 
He  also  indicated  that  80  per  cent  of  the  population  in  India  contribute  some  47 
per  cent  to  the  national  income,  while  the  remaining  20  per  cent  account  for  53 
per  cent.  Rural  populations,  by  and  large,  are  far  too  poor  to  contribute  much  to 
governmental  expenditures.  Due  to  the  intervening  rise  in  prices  between  the 
assessment  of  the  tax  and  the  present  time,  the  present  over-all  average  tax  rate 
of  some  2  1/2  rupees  per  acre  is  too  low  to  be  used  effectively  even  for  incentive 
purposes.  Unless  drastic  measures  are  taken  to  overhaul  the  rural  tax  system, 
the  best  use  of  a  land  tax  of  the  Indian  type  for  development  purposes  is  to  assign 
its  proceeds  to  a  relatively  small  local  authority  for  local  development  projects. 

F.     Methods  of  Resource  Transfer 


In  the  light  of  the  above  considerations,  which  show  how  extensive  the  changes 
in  the  agricultural  tax  system  would  have  to  be  in  order  to  make  it  contribute  a 
significant  part  of  the  cost  of  development,  the  Conference  considered  a  number  of 
alternative  methods  of  resource  transfer  besides  taxation.  Inflation,  confiscation 
and  expropriation  of  landed  interests  were  examined  from  this  standpoint. 
Participants  in  the  Conference  realized  the  unfavorable  concomitant  effects  of  such 
measures  on  the  structure  of  the  community  and  were  generally  opposed  both  to 
inflation  and  confiscation  on  the  following  grounds: 

(1)  Both  inflation  and  confiscation  change  unequally  the  proprietary  relation- 
ship and  claims  to  income  in  an  economy. 

(2)  These  changes  are  bound  to  reflect  unfavorably  on  entrepreneur  ship  in 
the  long  run,  although  they  might  give  a  fleeting  advantage  to  the  government  in 
mobilizing  funds  in  the  short  run. 
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Confiscation  can  have  a  number  of  deleterious  effects.  Usually  it  is  the  result 
of  a  violent  change-over  in  the  power  structure.  Many  years  may  elapse  before 
political  balance  is  reestablished  and  incentives  to  capital  formation  by  private 
sources  reappear. 

A  participant  observed  that  some  experiences  with  confiscation  have  been 
successful;  for  example,  the  redistribution  of  lands  during  the  French  Revolution 
had  long-run  favorable  effects.  The  same  might  prove  to  be  true  of  the  recent 
redistribution  of  lands  in  Egypt.  In  the  short  run,  though,  it  was  acknowledged  that 
confiscation  did  not  have  favorable  effects.  Nevertheless,  as  another  participant 
pointed  out,  it  is  possible  to  see  why,  on  purely  a  priori  grounds,  confiscation 
could  hold  a  certain  attraction  for  a  number  of  agrarian  underdeveloped  countries. 
He  cited  a  hypothetical  example  to  illustrate  his  point.  If  25  per  cent  of  a  given 
country's  national  income  goes  to  rural  property  holders,  the  expropriation  or 
confiscation  of  their  holdings  would  permit  the  following:  (l)  increase  the  expen- 
ditures on  development,  from  the  present  figure  of,  say,  2  per  cent  of  the  national 
income,  to  some  8  per  cent;  (2)  increase  the  standard  of  living  of  the  population  as 
a  whole  by  some  10  per  cent;  and  (3)  leave  another  8  to  10  per  cent  of  the  national 
income  to  provide  for  leakages  and  compensation  to  the  expropriated  groups. 
Apart  from  political  drawbacks,  this  course  of  action  has  a  great  deal  of  appeal  to 
underdeveloped  countries.  An  increase  in  development  expenditure  of  some  400 
per  cent  over  present  outlays  cannot  be  easily  achieved  under  ordinary  circum- 
stances. 

Confiscation  was  rejected  by  all  but  one  participant,  and  the  discussion  of 
confiscation  was  not  carried  on  in  anything  but  abstract  terms.  Expropriation  of 
landlords  and  methods  of  their  compensation  in  long-term,  low-interest  bonds 
were  considered  to  be  more  desirable  topics  for  discussion. 

The  majority  of  the  discussants,  however,  had  strong  misgivings  about  the 
advisability  or  practicality  of  adopting  even  expropriation  as  a  tool  of  development 
policy.  It  was  stressed  that  a  positive  fiscal  policy  for  these  countries  was  neces- 
sary to  forestall  such  moves.  In  the  more  underdeveloped  countries,  the  only 
assets  worth  expropriating  were  owned  by  foreigners.  Although  their  expropriation 
was  likely  to  cause  fewer  internal  political  repercussions,  the  long-term  effects 
on  the  prospects  of  economic  development  were  likely  to  be  unfavorable,  since 
such  measures  would  scare  foreign  capital  away  from  these  countries. 

In  the  more  backward  countries,  where  communal  property  is  prevalent,  the 
problem     of    the     advisability    of   confiscation    or    expropriation    does  not  arise. 

Inflation,  either  through  the  expansion  of  note  issue  or  bank  credit,  may  also 
be  a  more  tempting  way  of  obtaining  funds  for  development  than  taxation.  When 
government  note  issue  or  credit  expansion  is  restricted  so  that  it  merely  parallels 
the  expected  or  normal  growth  of  the  economy  it  is  not  in  itself  inflationary.  Infla- 
tion should  be  adopted  as  a  policy  tool  to  finance  development  only  with  the  full 
realization  of  the  subsidiary  effects  of  such  a  policy.  The  participants  did  not 
question  the  need  for  limited  injections  of  currency  to  parallel  the  normal  rise  in 
productivity  of  the  economy,  but  referred  to  an  inflationary  policy  as  one  which 
was  designed  to  mobilize  forced  savings  more  rapidly  to  promote  economic 
development. 
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Controlled  deficit  financing  which  does  not  generate  an  inflationary  spiral 
would  be  an  acceptable  policy;  as  a  practical  matter,  however,  it  is  hardly 
possible  to  hold  down  a  price  rise  to  moderate  proportions  once  it  is  underway. 
The  view  was  expressed  that  inflation  was  (a)  an  inefficient  way  of  mobilizing 
resources  and  (b)  not  likely  to  result  in  a  desirable  pattern  of  resource  allocation. 
Timing  of  government  expenditure  is  extremely  important  for  the  purpose  of 
resource  mobilization  for  development.  If  inflation  is  to  be  used  advantageously  by 
a  government,  development  expenditures  should  be  made  before  prices  rise  to  a 
new  level. 

The  gain  derived  from  an  inflation  is  not  permanent.  There  are  a  number  of 
difficulties,  especially  with  respect  to  tax  assessment  and  collection,  which  tend 
to  nullify  the  advantages  of  inflation  to  governments  in  their  attempt  to  mobilize 
resources.  Unless  the  expenditures  are  made  at  the  outset  of  the  inflationary 
experience,  the  government  may  find  itself  in  a  position  where  it  can  recapture 
the  required  share  of  the  national  income  only  by  causing  a  very  high  rise  in  price. 

When  a  government  decides  to  use  inflation  to  get  an  economy  off  dead  center 
and  to  rely  upon  the  effects  of  inflation  to  bring  additional  resources  into  use,  the 
availability  of  unused  resources  is  not  an  indication  that  the  policy  will  work.  The 
basic  considerations  are  whether  resources  will  be  enticed  into  the  market  by 
inflationary  finance  and  whether  complementary  resources  will  be  formed  to  use 
the  newly -liberated  factors  of  production.  Keynesian  analysis  may  not  be  appro- 
priate for  underdeveloped  countries,  where  inflexibility  of  resources  and  the 
misdirection  of  capital  formation  are  the  crucial  problems,  rather  than  the  exist- 
ence of  idle  resources  per  se.  This  is  especially  true  when  the  idle  resource  is 
labor. 

Inflation  has  often  proved  only  of  limited  usefulness  as  a  method  of  resource 
transfer.  Where  savings  are  low  and  the  potential  increase  in  these  savings  is 
very  limited,  the  favorable  effects  of  inflation  are  likely  to  be  non-existent.  It  can 
create  a  number  of  internal  disturbances,  affect  unfavorably  the  allocation  of 
savings,  and  promote  the  concentration  of  large  incomes.  A  participant  mentioned 
that  in  Mexico  between  1940  and  1950,  a  period  of  rising  prices,  the  share  of  the 
national  income  going  to  entrepreneurs  increased  at  the  expense  of  incomes  of 
workers.  Often,  inflation  has  disrupted  the  balance  of  payments  of  a  country  by 
discouraging  exports  and  encouraging  the  import  of  luxuries. 

Except  for  short-term  manipulations,  inflation  is  not  a  promising  device  of 
government  policy.  Besides  all  the  unfavorable  effects  upon  the  established 
creditor-debtor  relationships,  there  is  always  the  possibility  that  a  little  injection 
of  currency  may  have  highly  explosive  effects  upon  the  price  level.  The  lack  of 
knowledge  about  marginal  propensities  to  consume  and  invest  in  underdeveloped 
countries,  and  about  the  pattern  of  resource  allocation,  makes  for  great  uncertainty 
over  the  outcome  of  a  policy  of  even  limited  currency  expansion.  It  was  generally 
agreed  that  if  deficit  financing  is  adopted,  it  should  be  used  either  sporadically  or 
under  such  conditions  that  prices  are  limited  to  a  slow  upward  course.  A  successful 
inflationary  policy  requires  self-discipline  by  governments;  namely,  the  ability  to 
stop  the  currency  injection  as  well  as  to  start  it. 
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In  this  connection,  the  Conference  heard  about  the  experience  of  Chile  in 
attempting  to  curb  inflation.  Amission,  invited  by  the  Chilean  government  to  advise 
on  matters  of  curbing  inflation,  made  a  number  of  recommendations  which  were 
highly  exacting.  These  included  the  avoidance  of  financing  of  capital  investment 
through  the  extension  of  bank  credit,  curbs  on  consumption,  and  the  introduction  of 
measures  to  stimulate  the  accumulation  of  private  savings.  A  careful  budget  was 
to  be  prepared  to  show  the  necessary  resources,  both  local  and  foreign,  for  finan- 
cing the  agricultural  sector,  where  production  was  lagging.  The  mission  recom- 
mended that  investment  in  agriculture  was  not  to  be  financed  through  government 
deficits  or  central  bank  loans,  but  be  covered  by  real  savings  or  foreign  borrowing. 
At  the  same  time,  important  changes  were  recommended  in  tax  policy,  such  as  the 
imposition  of  taxes  on  consumption,  the  offer  of  tax  remission  to  foreign  investors, 
and  the  earmarking  of  revenue  for  foreign  debt  interest  and  repayment.  These 
measures  were  to  place  Chile  on  the  side  of  countries  following  orthodox  tax  and 
credit  policies.  While  the  recommendations  of  the  mission  were  considered  to 
express  a  realistic  approach  to  the  problem  of  curbing  inflation,  a  participant 
argued  that  the  financing  of  the  agricultural  sector  through  government  deficits 
or  central  bank  borrowing  need  not  result  in  inflation.  He  also  disagreed  with 
the  mission  about  the  imposition  of  consumption  taxes  and  contemplated  curbs 
on  consumption,  claiming  that  these  are  not  wise  developmental  policies.  He 
further  disagreed  on  the  timing  of  the  distribution  of  benefits  from  develop- 
ment and  argued  that  increased  consumption  and  production  should  go  side  by 
side.  This  participant  also  found  himself  in  a  minority  when  he  expressed  the 
view  that  foreign  investment  is  not  going  to  play  a  crucial  role  in  development, 
despite  all  inducements,  since  foreign  capital  was  flowing  only  into  those  countries 
whose  credit  was  good.  Government  activity  for  the  encouragement  of  economic 
development  is  often  limited  by  the  necessity  to  protect  the  credit  standing  of  a 
country  and  attract  foreign  capital  The  majority  of  participants  felt  that  "sound 
finance"  was  desirable,  and  that  foreign  capital  was  necessary  to  aid  in  the 
development  of  underdeveloped  countries. 

Inflationary  financing  is  not  likely  to  influence  agriculture  favorably.  Speakers 
observed  that  inflation  tends  to  draw  funds  away  from  agriculture.  In  the  first 
place,  the  entrepreneurial  class  is  apt  to  profit  from  the  price  rise  more  than  any 
other  class  in  the  country;  in  the  second  place,  governments  view  inflation  with 
misgivings,  and  try  to  curb  it  by  imposing  price  ceilings  on  agricultural  commod- 
ities. Not  only  is  the  farmer  in  a  generally  unfavorable  position  to  benefit  from 
inflation  because  of  the  relatively  powerful  position  of  middlemen,  but  he  is  also 
likely    to    be    caught  in  a  cost-price   squeeze   as  a  result  of  institutional  factors. 

The  historical  trend  favoring  the  concentration  of  land  holdings  during  an 
inflation  was  also  noted.  Aside  from  the  fact  that  small  farmers  tend  to  lose  ground 
relative  to  others,  the  flow  of  urban  funds  into  speculation  in  rural  land  increases 
during  an  inflation,  to  the  detriment  of  established  agriculturalists.  The  concen- 
tration of  farm  land  in  the  hands  of  urban  dwellers  in  China  in  the  period  from  1937 
to  1947  can  be  traced  to  such  causes.  The  aforementioned  results  occurred  in  the 
past  during  an  inflation  originating  in  the  urban  sector,  either  through  efforts  of  a 
country  to  industrialize  or  through  the  expenditures  caused  by  war  or  reparations. 
The  effects  of  an  inflation  which  is  started  through  the  injection  of  funds  in  the 
agricultural  sector  under  conditions  where  the  supply  of  industrial  goods  is  in- 
creasing, rather  than  decreasing,  still  remain  uncharted. 
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The  alternative  method  of  transferring  of  resources,  namely,  taxation,  was 
considered  by  a  number  of  participants  as  the  most  hopeful  avenue  for  the  mobili- 
zation of  additional  resources  for  economic  development.  One  participant  likened 
the  problem  of  taxation  in  underdeveloped  countries  to  that  in  their  more  developed 
neighbors;  in  both  cases  it  is  essentially  a  problem  of  capturing  and  redirecting 
resources.  He  believed  that  the  problem  could  be  solved  in  many  instances  by 
redistributing  income  from  the  rich  to  the  poor. 

This  point  of  view  was  challenged  by  several  participants  on  the  ground  that 
the  task  of  tax  collection  required  to  support  the  economic  development  program 
is  of  such  a  magnitude  as  to  make  the  problem  different  in  kind  as  well  as  degree. 
The  attitude  of  people  in  underdeveloped  countries  during  the  twentieth  century  no 
longer  is  one  of  patient  anticipation  of  the  benefits  of  economic  progress,  but 
rather  one  of  impatient  waiting  for  governments  to  undertake  economic  develop- 
ment. Hence,  there  is  a  clamor  for  government  sponsorship  of  development 
projects.  Despite  the  vast  difficulties  attendant  upon  the  implementation  of  such 
a  policy,  the  Conference  was  of  the  opinion  that  these  should  be  financed  by  taxes 
wherever  possible. 

The  crux  of  the  matter  becomes  apparent  when  the  government  attempts  to 
decide  as  to  the  desired  balance  between  consumption  and  investment  both  at  the 
start  of  the  program  and  after  the  program  is  under  way.  There  are  no  hard  and 
fast  rules  to  determine  the  role  of  the  agricultural  sector  in  financing  the  develop- 
ment effort.  The  view  was  expressed  that  in  a  country  where  the  agricultural 
sector  is  predominant,  a  sizeable  contribution  to  the  development  program  would 
have  to  be  obtained  from  the  rural  area  despite  the  low  level  of  income  in  that 
sector.  Preferably,  taxes  should  be  garnered  from  the  higher  income  recipients 
in  agriculture.  Even  in  the  poorer  agricultural  countries,  there  are  likely  to  be 
many  landlords,  money  lenders,  and  plantation  owners,  who  could  be  asked  to 
contribute  more  than  hitherto  to  financing  economic  development. 

The  possibility  of  channeling  larger  flows  of  income  into  capital  formation  is 
influenced  by  both  the  political  and  legal  structure  of  a  country.  Various  measures 
which  alter  the  distribution  of  income  and  the  command  over  goods  and  services 
by  different  social  groups  are  possible  in  some  countries  and  not  in  others.  The 
feasibility  of  such  measures  is  dependent  upon  the  sum  total  of  the  interaction  of 
the  political  system  and  administrative  competence  of  the  country  which  is  going 
to  adopt  these  reforms. 

A  participant  stated  that  in  an  area,  like  the  Caribbean,  the  prospects  for 
development  of  tax  systems  differ  greatly  from  country  to  country  even  though 
there  are  great  similarities  in  climate,  soil  structure,  and  natural  resources 
there.  He  cited  the  example  of  Puerto  Rico  as  a  comparatively  rich  island  where 
political  and  administrative  competence  was  high  enough  to  mobilize  incomes  both 
for  investment  and  for  redistribution  from  the  higher  to  the  lower  income  groups. 
In  Jamaica,  a  poorer  island,  the  political  climate  was  also  favorable  to  accom- 
plish such  a  transfer.  On  the  other  hand,  in  Haiti,  the  poorest  island  of  the  three, 
the  operaton  of  the  tax  system  results  in  the  transfer  of  wealth  from  the  poorer 
to  the  richer  class,  and  there  seems  to  be  little  possibility  for  any  development 
of  the  tax  system  in  the  desirable  mold. 
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The  same  participant  expressed  the  view  that  some  recommendations  presented 
by  the  technical  assistance  missions  do  not  take  into  account  differences  in  admin- 
istrative competence  and  political  systems  of  the  country  concerned.  The  missions 
seem  to  take  the  position  that  the  majority  of  underdeveloped  countries  are  able 
to  attain,  in  a  relatively  short  time,  a  high  level  of  administrative  competence. 
In  his  opinion,  the  possible  impact  which  foreign  experts  make  on  the  reorganiza- 
tion of  tax  systems  of  underdeveloped  countries  is  greatly  diminished  by  this  atti- 
tude. If,  on  the  other  hand,  a  solution  to  the  problem  of  resource  transfers  was  to 
be  sought  in  the  context  of  both  the  economic  and  political  factors  of  an  individual 
country,  the  results  would  be  far  more  gratifying. 

Later  in  the  discussion  it  was  observed  that  it  was  a  mistake  to  think  that 
taxable  capacity,  acceptable  tax  systems,  and  development  of  fiscal  measures  in 
underdeveloped  countries  follow  a  pattern  which  can  be  assumed  to  be  immutable 
from  this  time  on. 

II.     Equity  and  Administrative  Considerations  Affecting  the  Methods 
of  Taxing  the  Agricultural  Sector 

The  concept  of  taxable  capacity  was  considered  by  the  Conference  in  the 
following  two  broad  contexts:  (l)  What  are  the  practical  limits  of  taxable  capacity 
without  bringing  about  undesirable  social  effects?  (2)  What  are  the  administrative 
limits  of  taxable  capacity  because  of  the  structure  of  the  economy  or  methods  of 
tax  collection? 

A.      Taxable  Capacity 

The  proposition  was  advanced  that  taxable  capacity  is  not  static  and  varies 
both  with  the  expenditure  pattern  of  the  government  and  changes  in  nutrition  and 
diet.  Conceptually,  taxable  capacity  is  not  limited  to  the  increment  of  income 
over  subsistence  requirements  of  the  population  to  the  extent  that  the  govern- 
ment taxes  some  of  the  vital  minimum  and  then  returns  it  to  the  taxpayers 
through  expenditures.  This  theoretical  consideration  is  not  as  germane  to  the 
determination  of  taxable  capacity  in  underdeveloped  countries  as  is  the  defi- 
nition of  the  basic  minimum  levels  of  subsistence  or  the  minimum  acceptable 
levels  of  consumption.  On  the  basis  of  the  latter  information,  plans  can  be  made 
as  to  how  far  the  government  can  go  in  impasing  redistributive  taxation  without 
causing  detrimental  effects  to  the  social  structure,  health,  or  welfare  of  a  country. 
In  general,  unless  great  social  benefit  is  contemplated  from  these  income  transfers, 
it  would  seem  preferable  for  the  government  to  keep  transfers  to  a  minimum  in 
order  to  leave  consumer  sovereignty  over  expenditures. 

Once  a  development  program  is  under  way,  it  may  be  desirable  to  revise  the 
estimates  of  minimum  consumption  levels.  As  cheaper  staples  are  made  available 
to  be  included  in  the  diet  of  the  people,  this  form  of  substitution  may  liberate  a 
large  amount  of  taxable  capacity  in  the  rural  sector  to  parallel  the  rise  of  incomes 
resulting    from   the   increased   specialization  of  different   sectors  of  agriculture. 

It  was  suggested  that  some  countries  can  increase  the  taxable  capacity  of 
agriculture  by  collecting  taxes  in  kind  and  thereby  avoiding  the  need  to  monetize 
the  tax  bill  of  the  agricultural  sector.  The  experience  of  Mainland  China,  Taiwan, 
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and  Korea  has  demonstrated  that  much  higher  levels  of  agricultural  taxation  are 
possible  if  taxes  are  collected  in  grain.  A  participant  disagreed  with  this  proposi- 
tion, stating  that  whenever  excess  income  over  subsistence  requirements  was 
present,  he  did  not  see  any  obstacles  to  collecting  a  tax  in  money.  Another  partic- 
ipant attempted  to  reconcile  these  differing  points  of  view  by  pointing  out  that, 
whenever  the  government  collected  taxes  in  kind,  it  was  also  performing  the 
marketing  functions  which  are  crucial  with  respect  to  the  ability  of  certain  pro- 
ducers to  dispose  of  their  surplus. 

Income  alone  may  not  be  an  adequate  index  of  taxable  capacity,  especially  in 
the  agricultural  sector  of  underdeveloped  countries.  In  a  number  of  Latin  American 
countries,  for  example,  potentially  fertile  land  is  allowed  to  lie  fallow  by  big  land- 
lords. It  was  suggested  that  under  these  conditions  ability  to  pay  is  not  adequately 
measured  in  terms  of  income,  and  that  social  policy  would  be  well  served  if  wealth 
were  also  made  a  base  for  tax  assessment.  A  mission  of  the  International  Bank 
for  Reconstruction  and  Development  in  Colombia  has  recommended  taxation  of 
land  on  the  potential  rather  than  its  actual  yield  with  these  considerations  in  mind. 
This  problem  is  also  present  in  the  Philippines,  where  the  same  amount  of  sugar 
as  is  produced  now  could  be  produced  with  less  acreage,  thus  freeing  good  culti- 
vated land  for  the  growing  of  grain  and  other  food  crops.  The  discussion  thus 
pointed  out  that,  besides  income  and  wealth,  the  degree  of  utilization  of  land  may 
also  be  a  guide  for  the  determination  of  taxable  capacity. 

B.     Maximizing  Efficiency  of  Tax  Collection  and  Minimizing  Compliance  Burdens 

Efforts  to  increase  the  tax  bill  of  a  country  must  take  into  account  these  addi- 
tional considerations:  (a)  What  effect  will  it  have  on  the  political  structure  of  the 
country  concerned?  (b)  What  levels  of  government  should  impose  the  new  or  higher 
taxes?  (c)  How  will  the  new  taxes  affect  the  equity  desires  of  the  country?  and 
(d)  Is  it  administratively  feasible  to  collect  the  taxes  at  the  new  rates? 

The  risk  of  upsetting  the  political  balance  of  any  given  country  frequently 
prevents  an  increase  of  taxes.  For  example,  the  coffee  tax  in  El  Salvador  cannot 
be  raised  sufficiently  to  mop  up  windfall  gains  to  coffee  growers  because  of  the 
political  influence  of  this  group.  In  many  countries,  increasing  the  productivity  of 
the  income  tax  is  prevented  by  power  blocks  who  are  benefiting  from  the  present 
structure  of  rates.  At  other  times  opposition  to  certain  forms  of  taxation  is  caused 
by  bad  implementation  of  some  existing  taxes,  so  that  an  examination  of  the  admin- 
istrative capabilities  of  the  government  is  necessary  to  determine  the  direction  of 
desirable  tax  reform.  For  example,  opposition  to  the  income  tax  may  be  caused 
not  by  the  amount  of  the  tax  but  by  the  arbitrary  techniques  of  assessment,  or 
because  only  urban  income  or  wages  are  fully  taxed  and  not  other  incomes.  In  such 
situations  the  promise  of  distributing  the  burden  of  taxation  in  a  more  equitable 
fashion  may  overcome  a  great  deal  of  political  opposition  to  the  introduction  of 
tax  reforms. 

Often  it  devolves  upon  governments  in  underdeveloped  countries,  as  part  of 
their  tax  program,  to  promote  certain  institutions  or  practices  in  order  to  improve 
the  imposition  of  taxes  on  certain  activities.  Thus,  apart  from  the  obvious  encour- 
agement to  record  keeping  which  will  be  important  for  the  fair  administration  of 
the   income  tax,   the  organization  of  market  cooperatives  may  facilitate  a  govern- 
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merit's  task  in  im posing  income  taxes  on  agriculture.  Government  control  or  super- 
vision of  marketing  arrangements,  which  give  tax  authorities  information  on  the 
volume  of  incomes  received  by  rural  taxpayers,  may  go  a  long  way  toward  making 
feasible  a  fair  determination  of  incomes  originating  in  that  sector.  A  marketing 
board,  if  it  keeps  close  tally  of  payments  to  individual  land  owners,  may  forward 
its  records  to  the  tax  administraton  for  the  determination  of  tax  liability  in  rural 
areas. 

The  acceptance  of  a  particular  tax  and  the  resentment  generated  by  an  increase 
or  imposition  of  a  tax  often  depend  upon  the  political  structure  of  the  country 
concerned;  thus,  for  example,  in  an  African  territory  it  appeared4 that  the  record 
of  compliance  was  not  as  good  for  central  taxes,  which  were  collected  by  the 
administering  authority,  as  for  local  taxes,  which  were  administered  by  the 
villages.  An  increase  of  tax  rates  by  the  central  government  had  often  been  resented 
and  had  even  induced  tax  riots.  On  the  other  hand,  local  units  were  able  to  increase 
their  rates  a  number  of  times  witout  any  objection.  In  contrast,  it  was  related 
that  reemphasis  of  local  taxes  and  local  functions  in  Japan  was  resented  by  the 
population.  Local  power  was  linked  there  with  the  despised  feudal  institutions  of 
the  18th  and  19th  centuries. 

Given  certain  kinds  and  levels  of  taxation,  the  distribution  of  taxes  among  the 
local  and  central  governments  will  depend  upon  the  history,  social  institutions, 
and  pattern  of  concentration  of  the  population  of  the  country  concerned.  A  partic- 
ipant suggested  that  levies  by  central  governments  are  less  likely  to  be  opposed 
in  the  more  highly  urbanized  countries  than  elsewhere. 

The  interrelation  of  equity,  social  values,  and  fiscal  policy  was  stressed  as  a 
factor  in  determining  tax  policy  in  the  underdeveloped  countries.  A  participant 
mentioned  that  many  a  Japanese  considered  a  direct  tax,  with  the  attendant  prying 
into  personal  affairs,  a  form  of  personal  tyranny.  Time  and  time  again,  direct 
taxes  there  were  transformed  through  local  pressure  into  something  completely 
different  from  what  was  intended  by  the  drafters  of  the  tax  legislation.  For  example, 
the  assignment  of  lump  sum  quotas  to  local  tax  offices  had  induced  collectors  to 
use  intimidation  in  allocating  the  tax  liability  among  individuals  with  little  regard 
to  their  actual  incomes. 

In  most  countries,  equity  considerations  seem  to  sway  different  groups  in  a 
different  manner.  For  example,  the  productivity  of  the  tax  system  is  sometimes 
the  main  concern  of  commercial  groups  and  government  officials,  while  the  trade 
unions   are  concerned  primarily  with  an  equitable  distribution  of  the  tax  burden. 

It  would  be  a  mistake  to  assume  that  the  political  and  power  structure  of  an 
underdeveloped  country  is  always  hostile  to  a  desirable  tax  system.  Frequently  a 
Technical  Assistance  Mission  merely  serves  to  provide  courage  to  a  government 
for  the  introduction  of  a  tax  reform  which  it  previously  realized  as  necessary  and 
desirable.  Furthermore,  if  taxable  capacity  is  conceived  in  a  dynamic  sense,  the 
taxable  capacity  of  a  country  may  increase  over  a  number  of  years.  For  example, 
a  country  may  not  be  ready  to  rely  heavily  on  income  taxes  in  a  given  year,  but 
may  be  in  a  position  to  raise  rates  or  improve  coverage  over  a  series  of  years  in 
the  future.  The  role  of  a  foreign  expert  in  advising  the  government  of  an  under- 
developed country   with   respect  to   changes   in   tax  policy  was  summarized  by  the 
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Conference  as  (a)  to  find  a  number  of  basically  "good"  taxes,  i.e.,  those  levies 
which  are  productive,  easy  to  administer,  and  equitable,  and  (b)  to  fit  his  recom- 
mendations into  the  existing  political  framework. 

The  need  to  reconcile  recommendations  with  political  realities  sometimes 
prompts  experts  to  advise  the  introduction  of  a  series  of  makeshift  measures  as 
was  the  case  in  Indonesia.  Specifically,  recommendations  were  made  to  reduce 
the  individual  income  tax  in  order  to  increase  incentives  and  attract  foreign 
technicians,  to  decrease  the  rates  of  the  corporation  income  tax  also  for  incentive 
purposes  so  as  to  attract  foreign  capital,  and  to  reduce  export  duties  in  order  to 
give  some  relief  to  producers  of  export  crops  after  a  deterioration  of  the  terms 
of  trade.  The  government  was  advised  to  increase  its  revenue  and  curb  inflation 
in  two  ways.  The  first  was  by  requiring  importers  to  pay  up  to  75  per  cent  of  the 
cost  of  imports  and  import  duties  at  the  time  their  licenses  were  granted.  Since 
there  was  a  time  lag  of  some  six  months  between  the  application  for  import 
licenses  and  the  arrival  of  the  goods,  this  had  the  effect  of  reducing  the  available 
money  supply  by  10  per  cent  immediately  after  the  introduction  of  this  procedure. 
The  second  way  was  by  introducing  new  import  duties  which  ranged  from  no  sur- 
charge on  necessities  to  200  per  cent  on  luxuries.  The  experts  felt  that  this  was 
the  only  area  where  some  progressivity  in  the  tax  system  could  be  introduced  at 
that  time.  Credit  controls,  consisting  of  an  agreement  with  banks  that  no  credit 
would  be  extended  to  importers  against  their  prepayment  to  the  government  for 
goods  ordered,  and  a  prohibition  to  transfer  money  abroad  by  firms  who  were 
indebted  to  banks,  prevented  any  increase  in  the  money  supply  and  the  cost  of  living 
for  18  months.  This  program  had  to  be  proposed  in  preference  to  possibly  more 
equitable  taxes,  such  as  (a)  a  sales  tax,  which  was  politically  unacceptable  and  had 
already  caused  the  fall  of  a  cabinet,  and  (b)  a  land  tax  on  that  part  of  the  rural 
sector  which  was  not  paying  a  proportional  burden  of  the  cost  of  government.  The 
latter  would  also  not  have  been  adopted  by  the  government,  since  it  was  identified 
with  an  oppressive  feature  of  the  Dutch  colonial  regime. 

Time  and  again,  administrative  tradition  will  limit  the  yield  of  a  tax  and, 
consequently,  affect  the  taxable  capacity  of  a  country.  A  given  tax  base  may  not  be 
as  productive  of  revenue  as  anticipated.  The  property  tax,  in  theory,  can  be 
adjusted  readily  to  changes  in  costs  and  prices.  Unfortunately,  in  most  countries, 
the  administration  of  this  tax  is  such  that  adjustments  to  variations  in  prices  are 
slow  and  made  only  after  a  considerable  time  lag.  For  example,  cadastres,  being 
very  expensive,  are  lacking  in  many  underdeveloped  countries.  What  is  more, 
valuation  and  assessment  surveys  there  are  made  at  infrequent  intervals.  In  actual 
operation,  the  yields  of  most  property  taxes  have  not  been  sensitive  to  price 
changes,  so  that  their  burden  has  been  negligible  in  periods  of  inflation  and 
oppressive  during  periods  of  price  declines.  Another  weakness  of  the  property  tax 
is  that  it  tends  not  to  be  paid  in  years  when  its  burden  is  considerable,  and  the 
arrears  fail  to  be  recouped  for  a  number  of  years. 

Similarly,  the  net  worth  tax  has  not  fared  well  in  some  countries.  After  a 
short  trial,  Japan  abandoned  the  net  worth  tax  suggested  by  the  Shoup  Mission,  due 
to  the  very  low  yield  of  the  tax,  coupled  with  the  adminstrative  difficulty  and  the 
impossibility  of  assessing  the  tax  equitably.  While  land  can  be  assessed  more 
readily,  nothing  short  of  a  house-to-house  search  can  ascertain  the  value  of  hoards 
of  precious  metals  and  jewelry,  while  foreign  assets  can  be  concealed  completely. 
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III.      Survey  of  Available  Tax  Tools 

A  number  of  different  methods  have  been  used  to  tax  agriculture.  The  Confer- 
ence discussed  income  taxes,  land  taxes,  export  taxes,  multiple  exchange  rates, 
and  marketing  boards  as  devices  for  obtaining  revenue  from  the  agricultural 
sector. 

A.      Income  Taxes 


It  was  recognized  that  the  net  income  tax  is  probably  the  most  difficult  way 
of  taxing  the  agricultural  sector,  in  view  of  the  fact  that  farmers  keep  inadequate 
records,  or  none  at  all,  even  in  developed  countries.  Determination  of  net  income 
requires  not  only  valuation  of  the  produce  of  land,  but  also  estimates  of  production 
costs  and  the  calculation  of  allowances  for  size  of  family  and  possibly  other 
deductions.  This  imposes  a  tremendous  administrative  burden  if  income  taxation 
is  to  become  the  main  tool  of  agricultural  tax  policy.  It  was  suggested  that,  should 
a  net  income  tax  be  introduced  in  underdeveloped  countries,  exemptions  should  be 
large  enough  to  bypass  the  majority  of  smallholders;  even  then,  presumptive  tech- 
niques may  have  to  be  employed. 

The  inheritance  tax,  potentially  a  major  component  of  a  progressive  tax 
structure,  was  considered  easier  to  administer,  although  it  was  recognized  that  a 
large  number  of  countries  were  not  ready  for  an  inheritance  tax  because  of  social 
opposition  to  such  a  levy.  However,  inheritance  taxes  were  considered  to  be  prac- 
ticable in  most  underdeveloped  countries  if  they  were  introduced  gradually.  It  was 
noted  that  an  inheritance  tax  in  the  rural  sector  could  contribute  to  the  equalization 
of  land  holdings  if  it  were  coupled  with  a  policy  to  enable  tenants  and  small  holders 
to  buy  on  the  installment  plan  any  land  that  was  placed  on  the  market  to  satisfy 
liability  incurred  under  the  inheritance  tax. 

B.      The  Land  Tax 


The  land  tax  originated  in  antiquity  as  rent  payment  to  the  government,  which 
was  regarded  as  the  owner  of  all  land.  Since  that  time,  various  methods  have  been 
used  to  assess  the  liability  of  the  tax.  In  a  number  of  countries  the  land  tax  is 
assessed  in  the  form  of  a  property  tax.  Thus,  in  Chile,  the  tax  is  assessed  on  the 
value  of  the  land.  In  a  number  of  other  South  American  countries  the  tax  is  levied 
on  annual  production,  e.g.,  Mexico,  and  in  others  it  is  on  the  actual  rent  of  leased 
land  or  on  presumptive  estimation  of  rental  payments  of  owner-operated  parcels, 
e.g.,  in  Peru.  There  are  other  variations  of  land  taxes,  such  as  in  the  Indo-  Pakis- 
tan sub-continent,  where  the  tax  is  based  on  the  net  produce  of  the  land,  i.e.,  the 
output  of  the  parcel  after  the  costs  of  production  have  been  deducted.  The  land  tax 
is  a  tax  on  the  gross  produce  of  land  in  still  other  countries.  In  Iran,  it  is  based 
on  the  current  year's  produce  or  the  average  gross  production  for  a  series  of 
years.  The  gross  produce  is  generally  taken  as  the  taxable  base  in  the  Far  East. 
In  China  and  Korea,  a  progressive  land  tax  is  in  force;  in  China,  the  tax  base  is 
adjusted  for  personal  or  family  deductions. 

In  the  majority  of  countries,  land  is  assessed  on  a  presumptive  basis  so  that 
the  tax  is  not  closely  tied  to  changes  in  production  despite  legislation  to  the  con- 
trary.  The  cost  of  valuation  surveys  often  is  prohibitive  and  most  underdeveloped 
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countries,  like  China,  have  never  had  a  comprehensive  cadastre  or  survey,  or, 
like  India,  conduct  them  at  10  or  15  year  intervals.  Usually  the  tax  base  of  a  given 
parcel  is  determined  in  comparison  with  some  given  standard,  whether  the  tax 
base  is  the  actual  value  of  the  land  or  its  net  or  gross  produce.  It  is  generally 
considered  impractical  to  attempt  to  determine  the  exact  tax  base  of  any  given 
parcel,  since  the  number  of  such  tax  parcels  is  exremely  large  in  most  under- 
developed countries. 

The  legislation  describing  the  method  of  assessment  may  give  a  different 
impression  of  the  character  of  the  tax  than  is  obtained  by  examining  the  actual 
implementation.  For  example,  taxes  based  on  the  net  produce  of  the  land  and  those 
based  on  the  value  of  the  land  do  not  differ  much  in  their  character,  when  the 
produce  is  not  reappraised  every  year.  The  value  of  the  land  is  often  determined 
by  the  capitalization  of  the  value  of  the  net  produce  over  a  period  of  years  and  the 
same  method  may  be  used  to  determine  the  tax  base  of  land  assessed  on  the  basis 
of  net  produce. 

The  method  of  using  yardstick  farms  to  gauge  the  probable  average  and 
potential  productivity  of  land,  its  value,  or  the  income  derived  therefrom,  has  been 
used  in  Central  Europe,  and  appears  to  be  used  fairly  successfully  in  such  coun- 
tries as  China. 

Variations  in  the  yield  of  land  taxes  are  related  to  different  methods  of  assess- 
ment. In  general,  taxes  based  upon  annual  produce  or  rent  are  more  flexible  than 
those  taxes  which  are  based  on  the  value  of  land.  In  the  latter  case,  there  is  a 
tendency  to  average  the  value  of  land  over  a  number  of  years,  and  not  to  take  into 
consideration  the  latest  increases  or  decreases  in  land  values.  The  collection  of 
taxes  in  kind  rather  than  in  money  also  tends  to  maintain  the  relative  importance 
of  the  land  tax  during  an  inflation.  In  a  number  of  countries,  like  India  and  Pakistan, 
fluctuations  in  prices  between  assessment  periods  of  the  land  tax  have  affected  its 
yield  significantly. 

C.      Special  Provisions  of  Land  Taxes 

The  majority  of  countries  have  adopted  measures  to  encourage  the  extension 
of  cultivation.  Thus,  many  exempt  newly  reclaimed  land  from  the  land  tax  for  a 
number  of  years.  Shorter  exemptions  are  also  common  when  land  which  has  lain 
fallow  is  brought  back  into  cultivation.  There  are  provisions  of  this  type  in  the 
laws  of  Mexico,  Chile,  Colombia  and  Korea.  Encouragement  to  invest  in  improve- 
ments often  takes  the  form  of  exemption  of  improvements  from  the  base  of  the  tax. 

Special  tax  provisions  are  sometimes  aimed  at  the  better  utilization  of  land. 
Among  the  recommendations  of  a  mission  of  the  International  Bank  for  Reconstruc- 
tion and  Development  to  Colombia  was  one  which  called  for  a  higher  rate  of  taxa- 
tion on  potentially  fertile  land  which  was  allowed  to  lie  fallow  by  large  landlords. 
A  number  of  participants  approved  of  taxation  of  the  potential  value  of  the  land, 
rather  than  the  present  value  of  unimproved  land  in  order  to  stimulate  production. 
The  State  of  Madras,  in  India,  has  recently  taken  steps  to  discourage  landlordism 
by  imposing  a  higher  rate  of  tax  on  large  land  holdings. 
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In  general,  however,  incomes  from  land  have  been  leniently  taxed.  In  Mexico, 
income  from  land  benefits  from  a  larger  exemption  than  is  allowed  to  other 
income.  In  Brazil,  the  property  tax  rate  on  rural  land  is  lower  than  that  on  urban 
land.  The  Federal  government  of  India  does  not  tax  agricultural  income  under  the 
general  income  tax,  nor  is  such  income  taxed  in  many  of  the  Indian  states.  In 
contrast,  Egypt  has  imposed  a  progressive  income  tax  on  agricultural  incomes, 
and  has  obtained  a  fairly  high  yield  from  this  tax. 

D.  Special  Assessments 

The  allocation  of  special  assessments  for  local  improvements  among  individual 
taxpayers  according  to  benefits  received  is  a  problem  which  is  likely  to  be  en- 
countered frequently  in  a  period  of  economic  development.  There  is  great  difficulty 
in  estimating  the  value  of  an  improvement  to  an  individual  when  the  benefits  of  the 
improvement  are  diffused.  It  was  felt  that,  should  a  government  indulge  in  a  variety 
of  programs  which  were  to  benefit  a  large  segment  of  the  population  in  a  particular 
sector,  the  tax  system  should  be  readjusted  in  such  a  way  that  the  whole  sector 
would  bear  the  cost  of  the  betterment.  This  was  considered  to  be  a  more  practical 
procedure  than  prorating  the  cost  as  a  special  assessment  on  a  large  number  of 
persons. 

The  advisability  of  imposing  special  assessments  for  betterment  was  ques- 
tioned in  a  broader  context.  Is  it  advisable  to  tax  away  the  full  benefits  which 
accrue  to  farmers  from  the  increased  availability  of  water  rights  at  the  time  the 
project  is  completed,  or  should  the  cost  be  recouped  in  the  form  of  charges  for 
the  use  of  the  water?  Is  it  feasible  to  assess  the  full  cost  of  an  improvement, 
without  driving  farmers  to  money-lenders  and  jeopardizing  their  ownership  of 
existing  small  parcels? 

E.  The  Combined  Impact  of  Taxes  on  Agriculture 

Export  taxes,  multiple  exchange  rates,  and  marketing  boards,  when  used,  are 
generally  more  important,  quantitatively,  than  the  land  tax.  The  operation  of  mar- 
keting boards,  when  coupled  with  price  controls  and  mandatory  deliveries,  may 
weigh  heavily  upon  agriculture.  The  extent  of  the  tax  burden  imposed  by  marketing 
boards  sometimes  may  be  determined  fairly  easily,  as  in  the  case  of  Burma,  where 
the  profits  of  the  rice  board  may  be  considered  as  a  tax  on  agriculture.  On  the 
other  hand,  in  Iran,  where  marketing  boards  for  such  items  as  tobacco  not  only 
engage  in  the  purchase  but  also  in  the  manufacture  and  distribution  of  the  product, 
it  is  difficult  to  determine  the  burden  of  the  marketing  board  on  the  agriculturaJ 
sector.  The  effects  are  also  difficult  to  estimate  in  some  other  countries  where 
an  element  of  price  subsidy  is  present  in  the  operation  of  the  rice  purchasing 
boards,  which  have  a  policy  of  selling  farm  products  at  artificially  low  prices 
in  urban  areas. 

It  was  apparent  that  there  are  widely  different  views  on  the  relative  burden  of 
taxation  on  the  farm  and  urban  sectors.  The  lack  of  reliable  information  on  this 
subject  as  well  as  on  the  subject  of  comparative  burdens  by  income  brackets  was 
noted. 
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A  study  of  the  way  both  agricultural  inputs  and  outputs  are  taxed  is  necessary 
to  determine  the  burden  of  taxation  on  agriculture.  As  yet,  no  comprehensive  work 
of  this  type  has  been  done  for  underdeveloped  countries.  An  analysis  of  the  real 
incidence  of  land  taxes,  income  taxes,  product  taxes,  and  various  quasi-taxes,  such 
as  price  controls  and  marketing  boards,  would  be  instrumental  in  showing  how  a 
tax  system  resolves  the  objective  of  equity  between  farmers  with  differences  in 
scale  of  production,  type  of  product,  and  access  to  markets,  and  how  the  system 
affects  work  incentives  and  rewards  for  efficiency.  The  behavior  of  different  taxes 
in  relation  to  price  changes  and  the  effects  of  taxes  on  the  consumption  of  agricul- 
tural products  are  other  areas  of  desirable  research.  A  participant  also  mentioned 
the  need  to   investigate  the  feasibility  of  varying  tax  rates  with  price  movements. 

Sample  studiesof  budget  expenditures  of  farmers,  along  the  lines  of  the  current 
Indian  sample  survey,  are  likely  to  contribute  some  of  the  necessary  data  for  such 
investigations.  An  analysis  of  the  differential  impact  of  various  taxes  by  size  of 
farm  would  be  impossible  without  detailed  knowledge  of  patterns  of  expenditure. 
Since  so  many  underdeveloped  countries  utilize  indirect  taxes  to  provide  the  bulk 
of  their  revenue,  information  on  expenditure  patterns  would  offer  a  clue  as  to  the 
share  of  the  indirect  taxes  borne  by  the  rural  population. 

F.      Summary  of  Views  on  Available  Tax  Tools 

The  discussion  with  respect  to  available  tools  for  the  taxation  of  agriculture 
and  their  potential  use  for  the  promotion  of  economic  development  was  summarized 
in  the  following  manner: 

1)  Institutional  factors  and  legal  systems  of  underdeveloped  countries 
are  to  be  considered  paramount  in  the  formulation  of  recommendations 
for  tax  changes  (e.g.,  in  some  countries  the  jurisdiction  over  land 
taxes  is  vested  in  a  level  of  government  whose  revenues  are  not  a 
promising  or  desirable  source  for  development  funds). 

2)  Recommendations  for  changes  must  take  into  account  not  only  the 
prevailing  balance  of  political  power,  but  also  the  whole  economic, 
social  and  institutional  combination  of  forces  shaping  the  government 
(e.g.,  in  a  country  with  powerful  landlord  interests  and  pressures  of 
population  on  land,  increases  in  the  land  tax  may  be  either  politically 
unacceptable  or  undesirable  because  they  would  be  transmitted  to  tenant 
cultivators). 

3)  Another  requirement  is  that  the  recommendations  should  be  in  line 
with  the  administrative  capacity  of  the  country,  so  that  the  taxes  can 
be  enforced  comprehensively  and  justly  (e.g.,  sophisticated  recommen- 
dations with  regard  to  the  taxation  of  land  in  reverse  ratio  to  its  opti- 
mum output  may  be  beyond  the  ability  of  the  underdeveloped  country 
to  administer). 

4)  One  should  differentiate  between  short-term  revenue  raising  meas- 
ures for  the  financing  of  urgent  development  projects  and  long-term 
tax  reforms  which  are  directly  articulated  to  the  steady  encouragement 
of  economic  development. 
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It  was  further  observed  that  in  many  underdeveloped  countries  the  long-range 
objectives  of  tax  policy  will  be  best  served  by  a  few  simple,  well- administered 
taxes,  rather  than  by  taxes  which  have  more  desirable  structural  features,  but 
cannot  be  enforced  effectively.  In  many  respects,  the  principle  of  certainty  of  the 
tax  assessment  is  more  important  than  the  surface  equity  which  often  dominates 
the  shaping  of  the  tax  system  of  so  many  underdeveloped  countries.  An  equitable 
tax  on  the  books  of  a  country  does  not  make  for  a  better  tax  system  if  it  is  not 
properly  enforced.  Similarly,  an  agricultural  income  tax  which  is  not  collected 
with  sufficient  vigor  may  be  worse  than  no  tax  at  all,  since  it  burdens  some  indi- 
viduals and  not  others  in  the  agricultural  sector. 

To  satisfy  the  short-run  fiscal  requirements,  a  number  of  ad  hoc  measures 
may  need  to  be  adopted  which,  on  the  surface  at  least,  are  far  from  an  ideal  solution 
to  problems  of  reforming  the  tax  system.  Thus,  if  it  is  urgent  that  steps  be  taken 
to  stop  an  inflation,  a  general  sales  tax  may  be  needed,  even  if  the  impact  of  this 
tax  would  be  far  from  equitable.  Some  short-run  measures  may  serve  to  promote 
major  objectives  of  domestic  policy  and  to  consolidate  the  effects  of  a  reform  in 
land  tenure,  or  to  redistribute  income.  Pursuit  of  these  objectives  may  have  sub- 
sidiary undesirable  effects.  Curbs  on  a  dominating  foreign  company  may  discourage 
foreign  investment;  a  tax  on  urban  dwellers  to  finance  the  organization  of  market 
cooperatives  in  rural  areas  or  to  finance  the  necessary  change  after  a  land  reform 
may  slow  down  the  drive  for  industrialization;  a  progressive  income  tax  may 
discourage  saving,  or  reduce  the  volume  of  saving.  In  the  short  run,  though,  a 
government  may  be  forced  to  gamble  on  curbing  inequity  in  one  area  at  the  risk 
of  fostering  inequities  elsewhere. 

In  the  long  run,  the  direction  of  tax  policy  should  aim  at  promoting  stable 
and  uninterrupted  economic  growth,  greater  equity,  more  efficient  administration, 
and  tax  morality.  The  types  and  kinds  of  taxes  to  be  chosen  will  depend  on  the 
structure  of  industry  and  agriculture.  In  a  country  where  land  holdings  have  been 
equalized,  there  may  be  little  need  for  a  progressive  income  tax  on  agriculture. 
In  another  country,  where  land  owners  receive  an  important  part  of  the  national 
income,  such  a  tax  can  be  of  paramount  importance  in  improving  equity. 

An  underdeveloped  country  may  often  be  forced  to  reduce  the  progressivity  of 
its  income  tax  system  because,  although  it  needs  large  amounts  of  revenue,  it  does 
not  have  adequate  administrative  machinery  to  enforce  high  rates  of  taxes  in 
certain  sectors.  If  this  situation  is  to  be  remedied  in  the  long  run,  the  taxes  which 
are  initially  adopted  under  a  program  of  increased  taxation  must  be  such  that  they 
can  be  easily  enforced  and  will  not  destroy  the  tax  morality  of  the  community.  Only 
under  such  conditions  will  the  country  be  able  to  increase  rates  and  at  the  same 
time  improve  the  progressivity  of  the  tax  system. 

IV.      The  Impact  of  Taxation  on  Work  Incentives 

A.      Taxation  and  Work  Incentives 


It  was  considered  necessary  to  survey  the  economic  motivations  of  persons 
in  the  agricultural  sectors  of  underdeveloped  countries  before  attempting  to  outline 
methods  of  stimulating  production  through  tax  measures.  The  incentives  for  work, 
especially  in  the  case  of  farmers,  are  often  very  different  there  than  in  developed 
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countries.  The  classic  plantation  example,  according  to  which  the  number  of  hours 
worked  declined  in  response  to  an  increase  in  pay,  was  cited  as  an  illustration  of 
the  failure  of  accepted  methods  of  incentives  to  stimulate  additional  work  in  some 
underdeveloped  countries.  Recently,  an  even  more  striking  insight  into  the  motiva- 
tion in  the  agricultural  sector  was  afforded  when  an  Indonesian  processing  plant 
failed  to  attract  surplus  farm  labor  during  the  slack  agricultural  season  in  spite 
of  its  offer  of  relatively  high  wages  and  free  transportation  to  and  from  work.  The 
refusal  of  potential  laborers  to  seek  employment  was  based  on  the  contention  that 
the  additional  earnings  would  have  to  be  spent  for  additional  nutrition  required  by 
the  further  exertion  in  working  at  the  processing  plant.  These  particular  Indo- 
nesians   did    not    conceive    of   any   increase   in  welfare  from  the  additional  work. 

The  proposition  that  additional  production  will  result  from  the  imposition  of 
heavier  taxation  on  the  agricultural  sector  and  the  accompanying  pressure  on 
farmers  to  work  harder  in  order  to  meet  their  increased  liabilities  did  not  meet 
with  general  approval  from  the  Conference.  A  participant,  specifically  pointing  to 
recent  experiences,  observed  that  in  certain  cases  nutritional  levels  did  not 
permit  the  farmers  to  exert  themselves  any  more  than  they  are  already  doing,  so 
that  heavier  taxes  could  not  produce  additional  incentive  effects  and  pushed  the 
farmer's  living  standard  still  farther  downward.  Such  experiences  should  be 
weighed  as  against  the  viewpoint  that  if  the  supply  of  labor  (i.e.,  the  desire  of  the 
rural  population  to  work)  declines  as  wages  are  increased,  and  if  the  amount  of 
capital  available  for  investment  increases  with  the  rate  of  return,  measures  which 
provide  incentives  for  the  utilization  of  capital  are  exactly  the  reverse  of  those 
which  encourage  participation  in  the  labor  force.  The  conditions  enumerated  above 
would  call  for  a  tax  policy  which  would  tax  returns  from  labor  heavily,  while 
imposing  a  light  tax  on  capital  income  in  order  to  spur  production. 

In  Southeastern  Europe  during  the  19th  and  early  20th  century,  the  tax  obliga- 
tions on  farmers  were  heavy  enough  to  have  a  paramount  effect  on  planning  the 
type  of  production.  Nevertheless,  despite  all  efforts  to  satisfy  the  tax  collector, 
the  tax  arrears  and  consequent  foreclosures  were  so  large  in  certain  years  that 
they  were  the  principal  reason  for  the  formation  of  large  estates  and  the  alienation 
of  land  from  individual  farmers. 

In  the  Middle  East,  a  participant  noted,  farmers  work  extremely  hard.  As  a 
rule  they  are  able  to  obtain,  and  seem  to  be  satisfied  with,  a  bare  minimum  of 
subsistence.  It  is  probable  that  under  these  circumstances  tax  remission  will 
reduce  over-all  production.  On  the  other  hand,  if  incentives  are  offered  in  connec- 
tion with  a  specific  course  of  action,  say,  the  use  of  different  seed  or  increased 
fertilizer,  and  farmers  are  assured  that  an  increment  in  production  will  not  be 
taxed  away,  the  incentives  might  go  a  long  way  toward  breaking  down  their  mis- 
trust of  innovations  and  may  result  in  increased  production.  In  other  words,  this 
participant  recommended  that  incentives  be  tied  to  specific  actions  which  would 
stimulate  output,  rather  than  serve  merely  to  lighten  the  over-all  tax  burden  of 
farmers  at  the  present  level  of  production. 

B.      The  Use  of  Taxation  to  Further  Better  Utilization  of  Land 

These  observations  led  to  a  consideration  of  certain  forms  of  tax  assessment 
which  are   not  linked  to  current  production.  The  poll  tax,  being  one  of  these,  was 
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recognized  not  to  have  a  disincentive  effect  with  respect  to  production  but  its 
marked  regressiveness  made  its  widespread  use  unacceptable  as  a  policy  tool.  In 
a  number  of  countries  in  Africa  the  poll  tax,  levied  at  a  fairly  high  rate,  had 
disrupted  tribal  life  and  forced  large  numbers  of  the  population  to  migrate  to  the 
cities,  in  order  to  meet  their  tax  obligation.  This  was  considered  an  undesirable 
development,  especially  since,  in  those  countries,  benefits  from  the  tax  could  not 
be  traded  directly  to  the  native  population.  It  was  suggested,  though,  that  a  modifi- 
cation of  the  poll  tax,  or  the  corvee,  might  be  used  in  special  cases.  A  labor  tax, 
or  payment  in  lieu  of  actual  work  for  local  improvements  such  as  roads,  schools, 
etc.,  in  the  locality  where  the  tax  was  levied,  appealed  to  several  participants. 
Such  a  tax  would  not  disrupt  community  life  and  would  have  the  added  advantage  of 
tying  together  closely,  in  the  eyes  of  the  local  population,  the  benefits  from  the 
payment  of  the  tax  and  the  tax  itself .  For  these  reasons,  the  tax  seemed  to  be  well 
suited  to  the  rural  areas  in  underdeveloped  countries. 

The  method  of  assessment,  which  bases  the  tax  on  the  average  valuation  or 
production  of  land  and  does  not  tax  above-average  production  attributable  to  espe- 
cially good  management  by  cultivators,  was  also  examined.  The  method  was 
considered  to  have  merit  by  some  participants,  although  others  maintained  that 
this  form  of  assessment  frequently  degenerated  in  practice  into  a  hit-or-miss  prop- 
osition resulting  in  the  over-assessment  of  some  land  and  the  under-assessment 
of  other.  In  most  countries  which  have  used  such  methods,  the  tax  officials  relied 
upon  government  estimates  of  the  presumed  yield  of  certain  qualities  of  land,  so 
that,  in  effect,  it  was  a  type  of  presumptive  assessment.  This  practice  favored 
cultivators   in  years  of  bumper  crops,    and  penalized  them  when  crops  were  bad. 

A  number  of  countries  which  have  applied  this  type  of  assessment  have  intro- 
duced provisions  for  reducing  the  liability  of  the  land  tax  during  years  of  crop 
failure.  In  general,  as  in  the  case  of  Korea,  Switzerland,  and  India,  the  crop  failure 
must  be  fairly  serious  (e.g.,  30  per  cent  of  the  average  production  of  the  given  plot) 
before  any  remission  is  permitted. 

C.      The  Effects  of  Taxation  on  Adoption  of  New  Productive  Techniques 

• 
The  fear  of  increased  taxation  and  the  fear  that  other  government  officials 
will  cooperate  with  tax  collectors  have  sometimes  caused  agriculturists  in  under- 
developed countries  to  be  suspicious  of  efforts  by  government  extension  agents  to 
improve  conditions  in  the  rural  areas.  For  example,  fear  of  tax  collectors  induced 
villagers  in  some  countries  in  the  Middle  East  to  hide  their  livestock  when  efforts 
by  government  officials  were  made  to  innoculate  their  cattle  cattle  against  rinder- 
pest.    The     same     fear    has    hampered    the    collection    of  satisfactory  statistics. 

Presumptive  taxation  has  the  tendency  to  discourage  the  marginal  producers, 
since  the  lowest  rate  of  imposition  may  still  be  too  high  for  such  producers  to 
continue  production.  In  other  instances,  when  the  pre  sumption  on  which  the  assess- 
ment is  based  consists  of  outward  evidences  of  income  or  wealth,  such  as  value  of 
machinery  or  state  of  repair  of  buildings,  there  is  a  strong  disincentive  against 
capital  investment  for  fear  of  heavy  imposition  by  tax  collectors.  The  rice  polish- 
ing industry  in  Southeast  Asia  was  given  as  an  illustration  of  this  reluctance  to 
introduce  technological  advances  for  fear  of  new  and  heavy  taxes.  It  was  claimed  that 
damage   to   rice  because  of  the  use  of  outmoded,  inferior  mills  was  taking  a  heavy 
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toll  of  the  output  of  the  industry. 

D.      Structure  of  the  Tax  System  and  Effect  on  Agricultural  Production 

The  structure  of  the  tax  system  as  applied  to  the  agricultural  sector  has  some- 
times played  a  crucial  role  in  a  country's  economic  development.  Three  historical 
examples  of  the  methods  used  by  governments  to  promote  industrialization  through 
taxation  of  agriculture  were  cited  in  this  context.  One  related  to  the  experience  in 
Japan  during  the  late  19th  and  early  20th  centuries,  when  agriculture  was  taxed 
heavily  while  the  government  was  taxing  the  urban  sector  lightly  and  subsidizing  a 
number  of  industrial  ventures  from  the  proceeds  of  the  tax  imposed  on  farmers. 

The  second  concerned  the  experience  of  the  U.S.S.R.,  where  both  taxes  and 
government  purchasing  agencies  are  administered  in  such  a  way  as  to  place  an 
excessively  heavy  load  on  agriculture  and  thereby  promote  the  growth  of  industry. 
This  policy  appears  to  have  depressed  the  production  of  agriculture  below  the 
levels  which  might  have  otherwise  been  achieved  if  equal  tax  treatment  had  been 
given  to  industry  and  agriculture. 

The  third  case  related  to  the  experience  of  Argentina,  where  the  operation  of 
a  multiple -exchange  rate  system  intentionally  turned  the  terms  of  trade  sharply 
against  agriculture.  This  had  very  unfavorable  effects  on  production  in  the  agri- 
cultural sector;  in  the  course  of  the  past  few  years  the  government  has  been  forced 
to  reverse  its  policy  in  order  to  avoid  a  catastrophic  decline  in  its  cattle- raising 
industry. 

V.      Tax  Policy  for  Underdeveloped  Countries 
Dependent  on  Foreign  Trade 

Countries  which  specialize  in  the  production  of  a  major  export  commodity  have 
usually  adapted  their  fiscal  systems  to  the  orientation  of  the  economy  to  foreign 
trade.  In  those  countries,  taxes  on  the  exported  commodity  and  taxes  on  imported 
items  are  likely  to  play  an  important  part  in  the  revenue  system.  This  was  recog- 
nized as  a  necessary,  though  not  always  desirable,  feature  of  tax  policy  in  such 
countries. 

A.      Administrative  Considerations 

An  important  advantage  of  levying  taxes  on  products  crossing  national  boun- 
daries is  the  ease  of  administration.  Usually  an  underdeveloped  country  has  only  a 
few  seaports  or  railway  border  stations  through  which  goods  arrive  from  abroad 
and  are  shipped  out  of  the  country.  It  is  much  easier  to  control  the  imposition  of 
items  crossing  a  frontier,  than  to  try  to  assess  them  at  the  other  stages  of  produc- 
tion, consumption,  or  distribution. 

In  the  case  of  staples,  there  is  little  difficulty  in  determining  their  value  for 
customs  purposes.  Even  for  other  commodities,  the  majority  of  underdeveloped 
countries  have  found  through  experience  that  ad  valorem  tariffs,  despite  the 
dangers  of  undervaluation  by  inspectors,  are  usually  more  productive  of  revenue 
than  the  more  inflexible  specific  tariffs,  especially  during  inflationary  periods, 
though  combinations  of  the  two  systems  have  also  been  found  useful  in  a  number 
of  cases. 
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B.  Incidence  of  Export  Taxes 

In  many  underdeveloped  countries,  export  taxes  have  been  used  as  major  tools 
of  economic  policy,  both  to  absorb  windfall  gains  resulting  from  fluctuation  of 
prices  abroad  and  in  order  to  stabilize  the  internal  price  system.  The  tax  rates 
have  often  been  changed  to  parallel  the  price  fluctuations  of  the  exported  products 
in  such  a  way  as  to  insulate  the  domestic  producers  from  changes  in  the  world 
market. 

The  incidence  of  these  taxes  is  still  not  determined  with  certainty,  although 
it  is  generally  believed  that  most  countries  will  find  it  difficult  to  "export"  the 
tax  burden.  In  those  few  cases  where  a  single  country  produces  the  bulk  of  a 
commodity,  or  where  the  major  suppliers  of  a  commodity  coordinate  their  export 
policy,  it  is  possible  that  the  export  tax  may  be  partly  shifted  to  the  foreign  pur- 
chaser. In  the  majority  of  cases,  it  is  probably  borne  by  the  producers  of  the 
commodity  exported.  In  Guatemala,  for  example,  a  series  of  experts,  analyzing 
the  incidence  of  the  coffee  export  tax,  suggested  that  it  was  borne  by  plantation 
owners.  In  some  countries,  especially  those  which  are  producing  sugar,  the  inci- 
dence of  the  tax  is  very  difficult  to  determine,  because  of  complicated  agreements 
with  respect  to  export  quotas  and  marketing.  Further  research  on  the  impact  of 
various  export  taxes  was  suggested. 

C.  Stabilizing  Domestic  Income  of  Countries  Dependent  on  Foreign  Trade 

The  influence  of  these  taxes  on  the  income  stream  of  an  export-oriented 
economy  was  discussed  in  connection  with  the  wide  fluctuations  of  the  price  of 
staples  over  the  business  cycle.  Variation  of  export  tax  rates  to  siphon  off  some 
of  the  excess  income  received  by  groups  who  consider  it  as  a  windfall  and  fail  to 
invest  it  productively  was  regarded  with  favor  by  a  number  of  participants.  Others 
emphasized  that  the  beneficial  effect  of  a  steady  level  of  incomes  was  a  more 
important  rationale  for  such  taxes  than  the  fear  of  inappropriate  investment  of 
excess  funds. 

Marketing  boards  were  suggested  as  an  especially  appropriate  instrument  to 
stabilize  the  flow  of  funds  to  producers  and  to  accumulate  funds  for  transfers  in 
periods  of  weakness  in  world  markets.  These  boards  can  be  used  to  distribute 
subsidies  to  growers  in  years  of  low  prices.  The  practical  operation  of  the  market- 
ing boards,  however,  was  criticized  by  some  participants,  who  recalled  that  the 
boards  were  extremely  inefficient  in  a  number  of  underdeveloped  countries;  their 
operations  often  were  not  revenue  productive  and  their  efforts  to  keep  prices  of 
products  low  depressed  agriculture.  In  some  cases  they  also  tended  to  absorb 
extensive  government  functions  without  proper  popular  control. 

The  operation  of  an  export  tax  whose  rates  were  tied  to  the  price  fetched  by 
a  commodity  on  the  international  market  and  the  inflexible  price  policy  of  a  market- 
ing board  were  appraised  in  connection  with  the  effects  which  they  would  have  on 
stabilizing  agricultural  incomes.  The  contention  was  made  that  the  rural  inhabitants 
are  prone  to  invest  unexpected  increments  in  income  in  jewelry  manufactured  of 
precious  stones  and  metals.  Participants  who  had  visited  Libya  and  Thailand  were 
impressed  with  the  prevalence  of  ownership  of  jewels  among  relatively  poor  mem- 
bers of  the  rural  community.  Other  participants  pointed  out  that  this  concern  with 
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the  existence  of  hoards  was  not  too  important,  since  much  of  the  hoarding  activity 
is  a  mere  shifting  from  hand  to  hand  of  existing  stocks  of  precious  metals.  It  was 
noted  that  small  hoards  accumulated  by  the  peasants  provided  a  margin  of  security 
in  case  of  a  bad  harvest;  the  hoards  seemed  to  be  the  way  to  accumulate  "rainy 
day"    savings. 

A  participant  argued,  however,  that  the  rate  of  inflow  of  hoards  was  not  as 
significant  as  the  amount  of  liquid  capital  which  was  absorbed  by  the  trading  in 
precious  metals  and  thus  diverted  from  more  productive  uses.  He  pointed  out  that 
such  capital  was  in  addition  to  the  amount  of  hoards  already  in  the  hands  of  the 
population,  and  that  both  amounts  should  be  considered  in  appraising  the  effects 
of  the  hoarding  on  the  rate  of  economic  development. 

It  was  generally  agreed  that  hoards  were  not  very  important  quantitatively. 
From  the  point  of  view  of  stimulating  desirable  capital  formation  the  most  relevant 
consideration  was  not  the  once-and-for-all  mobilization  of  existing  hoards,  since 
the  capital  mobilized  in  such  a  way  was  not  likely  to  amount  to  large  sums,  but 
rather  the  stopping  of  their  inflow  into  a  country.  There  was  no  agreement  on  the 
importance  of  the  rate  of  inflows  of  precious  metals  into  underdeveloped  countries. 

There  was  no  consensus  on  what  steps  underdeveloped  countries  should  take 
to  prevent  the  channeling  of  savings  into  precious  metals  and  to  redirect  them  into 
productive  imports.  It  was  agreed  that  the  import  of  precious  metals,  which  could 
become  potential  hoards,  should  be  taxed  at  as  high  a  rate  as  other  luxury  imports. 

D.  Earmarking  of  Export  Taxes  for  Development 

The  segregation  of  the  proceeds  of  export  taxes  for  financing  development  was 
mentioned  as  being  a  fairly  common  occurrence  in  some  Far  Eastern  countries. 
The  uncertainty  with  respect  to  the  yield  of  these  taxes,  especially  when  rates  are 
varied  with  price  fluctuations  on  the  world  market,  made  them  less  than  ideal 
sources  for  financing  long-range  development  programs.  However,  certain  coun- 
tries, e.g.,  Indonesia,  have  used  the  proceeds  of  export  taxes  to  accumulate  foreign 
exchange  to  be  drawn  upon  as  needed  for  the  development  program.  This  practice 
minimizes  inflationary  pressures  during  periods  of  price  rise,  by  decreasing  the 
amounts  deposited  in  local  banks  by  the  government  when  tax  collections  are  heavy 
and  when  outlays  for  development  are  less  than  receipts.  On  the  other  hand,  in 
those  years  when  contributions  to  the  income  stream  from  the  proceeds  from  ex- 
ports are  small,  either  due  to  crop  failure  or  price  declines,  the  effects  of  drawing 
on  foreign  funds  are  likely  to  be  less  inflationary  than  the  effects  of  domestic 
expenditures.  In  summary,  it  was  felt  that  while  earmarking  of  budgetary  receipts 
was  generally  undesirable,  there  were  mitigating  circumstances  when  the  proceeds 
were  held  in  foreign  exchange. 

E.  The  Limitation  of  the  Use  of  Export  Taxes  for  Social  Policy 

The  use  of  export  taxes  as  a  tool  of  social  policy  is  complicated  by  the  fact 
that  usually  it  is  a  proportional  tax  on  a  unit  of  the  commodity  exported.  Hence, 
a  large  producer  of  the  commodity  pays  the  same  fraction  of  his  total  income  as 
a  small  producer.  It  has  been  suggested  that  countries  which  produce  export  crops 
both  on  large-scale  plantations  and  on  small  farms  should  de-emphasize  the  export 
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tax  and  transform  some  part  of  it  into  an  income  tax  to  be  withheld  at  the  point  of 
export.  Such  procedure  might  not  only  stimulate  equity  among  taxpayers,  but  also 
encourage  production  by  sub-marginal  producers  who  cannot  operate  profitably  at 
the  existing  relatively  high  tax  rates. 

Another  feature  of  the  export  tax  is  that  it  can  often  be  used  as  a  discrimina- 
tory device  in  lieu  of  multiple  exchange  rates.  The  increase  or  decrease  of  the 
rate  of  the  tax  is  equivalent  to  granting  different  rates  of  exchange  to  the  commod- 
ity to  be  exported  as  compared  to  other  commodities.  A  recent  experience,  when 
the  export  tax  on  ^ute  was  used  by  both  India  and  Pakistan  as  a  fool  of  trade  com- 
petition and  a  form  of  subsidy,  demonstrates  another  little -investigated  facet  of 
the  tax. 

F.      The  Use  of  a  Tariff  as  an  Arm  of  Social  Policy 

A  country  which  allows  the  importation  of  goods  other  than  bare  necessities 
should  ordinarily  adjust  its  tariff  policy  to  provide  for  the  taxation  of  the  less 
essential  commodities  at  relatively  high  rates.  A  poor  country,  where  even  com- 
forts are  only  available  to  a  small  minority  of  the  population,  is  justified  in  impos- 
ing a  relatively  higher  rate  than  when  these  comforts  are  consumed  by  a  broader 
stratum  of  the  population. 

The  tariff  may  be  used  to  favor  one  sector  of  the  economy  over  another,  as 
well  as  one  income  level  as  against  another.  This  can  be  done,  for  example,  by 
taxing  commodities  used  by  farmers,  such  as  farm  implements  and  fertilizer,  at 
a  higher  or  lower  rate  than  imported  commodities  used  largely  by  the  urban,  indus- 
trial sector,  e.g.,  lubricants,  coal,  etc.  High  rates  for  the  importation  of  luxuries 
or  comforts  may  also  play  a  role  in  discouraging  imports  and  allowing  savings  in 
foreign  exchange  by  raising  the  prices  of  imported  commodities. 


After  the  conclusion  of  the  discussion  summarized  above,  the  Conference 
resolved  itself  into  four  Working  Groups  to  consider  the  most  productive  lines  of 
research  that  might  be  undertaken  in  the  field  of  agricultural  taxation.  The  Con- 
ference then  reconvened  in  plenary  session  to  discuss  the  reports  of  the  Working 
Groups.  The  reports  which  follow  have  been  revised  on  the  basis  of  the  discussion 
and  constitute,  in  effect,  a  summary  of  the  remainder  of  the  work  of  the  Conference. 
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REPORT  OF  WORKING  GROUP  I:  "AGRICULTURAL  TAXATION  IN 
RELATION  TO  PROBLEMS  OF  ECONOMIC  DEVELOPMENT"* 


I.    Incentive  Aspects  of  Agricultural  Taxation: 
Specific  Devices 

A.  Introduction 

The  working  group  was  aware  of  the  desirability  of  studying  the  entire 
incentive  structure  of  selected  underdeveloped  economies,  with  a  view  to  putting 
the  incentive  uses  and  effects  of  taxation  in  proper  perspective.  However,  it  was 
felt  that  this  would  take  the  projects  too  far'  afield,  and  the  group  therefore  sought 
to  cast  the  incentive  problem  into  the  form  in  which  it  confronts  policy-makers  in 
the  field  of  government  finance  as  it  relates  to  agricultural  development. 

With  respect  to  agricultural  production  incentives,  the  main  issues  of  concern 
to  taxation  seem  to  be  the  following: 

(1)  Whether  taxation  can  be  effective  as  a  pointed  incentive  device  to 
motivate  redirection  of  agricultural  resources,  more  intensive  land 
use,  increased  agricultural  investment,  and  the  like. 

(2)  Whether  basic  policy  decisions  as  to  the  level  of  taxes  on  agricultural 
production  and  their  form  (e.g.,  land  vs.  income  taxation)  should  be 
materially  influenced  by  consideration  of  effects  on  work  and  invest- 
ment incentives  --  and  if  so,  in  what  direction. 

B.  Exploratory  Study  of  Tax  Incentive  Devices 

The  first  of  these  sets  of  issues  is  taken  up  in  this  section,  and  the  second 
in  Section  II.  The  paper  on  "The  Use  of  Agricultural  Taxation  for  Incentive 
Purposes, "  published  in  this  volume,  serves  as  a  background  to  this  discussion.  1/ 


*  Walter  W.  Heller,  Chairman;  Haskell  P.  Wald,  Rapporteur;  Martin  Bronfen- 
brenner,  Alex  Eckstein,  Horacio  Flores  de  la  Pena,  M.  H.  Gopal,  Benjamin 
Higgins,  Werner  Z.  Hirsch,  Wilfred  Malenbaum,  P.  N.  Rosenstein-Rodan,  Frank 
Shefrin,  and  Carlos  Valenzuela. 

1/Part  Three,  No.  3,  this  volume. 
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It  should  be  noted  at  the  outset  that  the  members  of  the  working  group  expressed 
considerable  doubts  concerning  the  operation  and  effectiveness  of  the  tax  incentive 
devices  which  are  examined  in  that  document.  While  existence  of  the  devices  was 
acknowledged,  the  group  felt  it  important  to  explore: 

(1)  Whether  the  incentive  tax  provisions  on  the  statute  books  have  actually 
been  put  into  practice; 

(2)  Whether  tax  administrative  mechanisms  in  the  countries  concerned  are 
equal  to  the  task  of  applying  these  relatively  refined  incentive  measures; 

(3)  Whether  the  amount  of  the  tax  liability  from  which  relief  is  granted  as 
an  incentive  measure  --  relative  to  income,  other  expenses,  and  land 
values  --is  great  enough  to  permit  these  measures  to  have  a  signifi- 
cant incentive  effect,  especially  in  view  of  inflation. 

The  group  thought  that  the  answer  might  well  be  different  for  large -plantation 
than  for  small-scale  agriculture.  Also,  it  was  felt  that  penalty  taxes  might  be 
potentially  more  effective  than  relief  from  existing  taxes,  at  least,  at  existing 
levels  of  the  latter. 

In  the  light  of  these  considerations,  it  was  felt  that  a  preliminary  exploration 
should  be  made  --  partly  through  inquiry  on  the  part  of  members  of  field  missions 
or  regional  economic  staffs  (for  example,  with  respect  to  Brazil  and  Chile)  and 
partly  by  questionnaire  --  in  order  to  determine  whether  the  tax  incentive  devices 
are  significant  enough  in  actual  operation  to  justify  field  investigation  of  their 
actual  and  potential  effects.  The  most  promising  area  for  this  exploratory  survey  of 
specific  tax  incentive  measures  is  Latin  America,  where  several  countries  use 
such  devices  as:  penalty  taxes  on  idle  or  undercultivated  land;  special  capital  gains 
and  transfer  taxes  on  speculative  gains  realized  from  sales  of  land;  differentiated 
exemptions  and  rates  of  land  taxation  keyed  to  the  particular  crop  or  use  to  which 
land  is  devoted;  and  export  taxes  and  foreign  exchange  differentials. 

Essentially,  the  question  is  whether  the  countries  which  have  enacted  such 
measures  are  promising  laboratories  for  evaluation  of  pointed  tax  incentive  or 
tax  penalty  measures,  or  whether  their  experience  should  be  dismissed  as  un- 
important in  the  formulation  of  future  agricultural  tax  policy  in  underdeveloped 
countries.  If,  either  in  Latin  America  or  elsewhere,  preliminary  investigation 
reveals  significant  experience  on  these  incentive  tax  devices,  more  intensive  field 
study  is  recommended. 2/ 

Several  members  of  the  group  thought  that  it  would  also  be  appropriate  to 
investigate  the  experience  of  a  country,  e.g.,  India,  in  which  non-economic  factors 
appear  to  negate  most  of  the  incentive  pressures  of  the  tax  system. 


2/    Suggestions  along     these   lines    are  made  in  the  paper  cited  in  footnote  1 
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C.   Other  Incentive  Measures 

Apart  from  these  special  tax  incentive  devices,  the  group  felt  that  the 
contrasting  experience  with  subsidies  might  well  merit  investigation.  The  Italian 
experience  with  subsidies  for  land  reclamation  was  thought  to  offer  an  especially 
interesting  case  where  responses  to  outright  government  subsidy  seem  to  have 
been  direct  and  significant. 

The  incentive  effects  of  alternative  measures  of  charging  for  water  provided 
by  government  irrigation  projects  were  also  suggested  as  a  useful  field  for 
study,  the  objective  being  to  determine  whether  financing  via  water  rates  motivates 
farmers  to  conserve  water  --  as  contrasted,  for  example,  with  (a)  general  taxes 
or  (b)  special  assessments  related  to  increased  land  values  rather  than  to  water 
use. 

II.   Incentive  Aspects  of  Agricultural  Taxation; 
General  Effects 

Apart  from  specific  incentive  tax  devices,  it  is  important  to  understand  more 
about  the  effect  of  the  level  and  alternative  forms  of  taxes  on  the  supply  of  human 
effort  (which  is  partly  a  source  of  increases  in  current  output  and  partly  a  source 
of  capital  formation)  and  of  investable  funds.  This  problem  may  be  accentuated 
where  a  country  is  trying  to  impound,  by  taxation,  a  substantial  share  of  the 
increase  in  national  income  resulting  fromeconomic  development.  It  is,  therefore, 
important  in  formulating  tax  policy  to  know: 

(1)  Whether  the  incentive  effects  of  agricultural  taxes  (a)can  be  dismissed, 
thus  leaving  tax  policy  free  to  impose  taxes  according  to  the  desired 
fiscal  and  distributional  effects,  or  (b)  are  significant  and  should  be 
given  weight  in  the  choice  among  alternative  tax  forms  for  achieving 
a  given  income  or  fiscal  effect;  and 

(2)  In  the  latter  case,  what  the  relative  incentive  effects  of  the  different 
forms  are  likely  to  be. 

While  research  designed  to  aid  governments  in  appraising  incentive  effects 
has  to  consist  in  large  part  of  speculative  analysis  (certainly  this  is  largely  the 
case  in  the  economically  advanced  countries),  it  may  be  possible  to  obtain  some 
insights  into  the  incentive  problem  through  various  types  of  empirical  observation. 

First,  an  appraisal  of  the  amount  of  tax  liability  relative  to  income,  produc- 
tion expenses,  and  related  magnitudes  --  and  relative  also  to  the  impact  of  such 
measures  as  subsidies,  price  control,  compulsory  requisition  at  prices  below 
market  --  may  be  useful  in  judging  whether  the  tax  factor  is  actually  significant 
in  a  given  current  situation.  This  appraisal  would  be  less  useful  in  relation  to  the 
prospectively  higher  marginal   rates   required  to  capture   increments  in  income. 

Second,  if  incidence  studies  were  successful  in  determining  the  distribution  of 
taxes  by  sub-groups  within  agriculture  -- especially  between  the  large  landholders 
and  the  small  peasant  farmers  --  one  might  be  able  to  draw  more  reliable  inferences 
on  incentive  effects.  Much  would  depend,  of  course,  on  the  source  and  uses  of  the  in- 
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comes  involved.  To  the  extent  that  taxes  fall  on  incomes  derived  from  rent,  interest 
charges,  and  middleman  profits  --  and  used  for  luxury  consumption,  hoarding  and 
speculation  --  they  would  appear  to  have  little  undesirable  incentive  effect. 
(Close   integration  of  incidence   and   incentive  studies  would  be  almost  essential.) 

Third,  the  responses  of  agricultural  production  to  price  changes,  to  the 
extent  that  they  can  be  measured  or  reasonably  approximated  (or  perhaps  ap- 
praised by  questionnaire  and  interview  surveys  of  agriculturalists)  would  shed 
light  on  the  nature  of  the  supply  curve  of  effort  in  particular  countries.  This, 
in  turn,  would  strongly  suggest  the  likely  responses  to  taxes  --at  least  those 
forms  of  taxation  which  appear  to  the  producer  as  a  decreased  price  for  the  product 
of  his  additional  effort.  The  latter  are,  of  course,  precisely  the  kind  of  taxes 
which  can  be  effective  in  recapturing  developmental  income  increments  for  further 
capital  formation. 

The  responses  to  price  changes  might  be  studied,  for  example,  in  such 
settings  as  Burma  and  Thailand,  where  price  changes  for  the  rice  crop  are  closely 
controlled  by  the  agricultural  marketing  board;  and  in  Egypt,  which  has  experiment- 
ed with  agricultural  price  controls  as  a  means  of  influencing  resource  allocation. 
Also,  one  might  attempt  verification  in  a  general  way  of  such  statements  as  those 
by  De  Vries  that  production  of  cacao  on  the  African  West  Coast  and  rubber  in 
Malaya,  Sumatra  and  Borneo  responded  tremendously  to  price  increases.  One 
would,  of  course,  want  to  differentiate  between  changes  in  intensity  of  effort  and  a 
shift  of  effort  from  one  crop  to  another  in  response  to  price  changes. 

Fourth,  the  experience  of  several  countries  where  avowed  incentive  con- 
siderations have  played  a  large  role  in  determining  or  modifying  the  general 
structure  of  agricultural  taxation  might  yield  qualitative  insights  into  incentive 
effects.  For  example,  in  answering  the  recent  United  Nations  land  reform  question- 
naire, Yugoslavia  indicated  its  intention  to  replace  the  existing  progressive 
income  tax  on  farm  incomes  with  a  new  tax  based  on  "the  surface  and  quality  of 
the  land,"  stating  that  the  older  system  "affected adversely  agricultural  production 
and  does  not  correspond  to  our  economic  conditions/'  An  investigation  of  this 
experience  might  be  worthwhile. 

The  experiences  of  Denmark  and  Korea  in  imposing  land  taxes  which  are 
geared  to  average  productive  capacity  rather  than  actual  capacity  (the  Danish 
system  explicitly  being  put  in  this  form  because  of  incentive  considerations)  are 
also  suggested  for  investigation. 

The  whole  Soviet  experience  of  agricultural  taxation  also  has  strong  in- 
centive overtones.  Several  changes  have  been  made  in  an  attempt  to  stimulate 
maximum  peasant  efforts,  at  the  same  time  drawing  heavily  on  agriculture  for 
industrial  development.  In  1953,  the  tax  on  peasant-owned  plots  was  switched  from 
the  one  on  income  to  a  fixed-sum  tax  graded  according  to  land  capacity.  This 
avowed  incentive  move  and  previous  shifts  in  policy  should  be  examined  to  draw 
inferences  on  incentive  effects  of  agricultural  taxes. 

Fifth,  investigation  is  suggested  of  the  Nigerian  and  other  experiences  that 
might  be  available  on  the  effect  of  visible  local  expenditure  of  tax  funds  as  an 
offset    to    the    disincentive   effects  of  taxes   imposed  to  finance  them.   The  use  of 
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special   assessments  and  earmarked  taxes   as   devices  for  exploiting  this  favor- 
able incentive  effect  of  interlocked  taxes-and-expenditures  might  also  be  explored. 

Sixth,  since  Japan  so  overtly  used  heavy  land  taxation  to  drain  off  for 
industrialization  a  very  large  proportion  of  the  increases  in  agricultural  production, 
any  historical  evidence  on  the  incentive  effects  of  such  taxes  would  be  of  interest 
in  this  connection.  This  would  require  a  search  of  the  literature  and  of  available 
statistical  material  on  taxes,  prices,  output,  and  the  like.  The  pattern  of  agricultural 
taxation  in  Japan  after  World  War  II  was  in  many  ways  the  opposite  of  the  earlier 
pattern.  A  study  of  this  recent  experience  might  indicate  whether  the  effects 
of  taxation  on  agricultural  supplies  were  any  different  than  before. 

Seventh,  the  importance  of  the  non-monetary  sector  of  agricultural  economies 
in  underdeveloped  countries  warrants  close  investigation,  in  order  to  determine 
its  relevance  for  tax  policy.  Opinions  differ  as  to  whether  there  is  any  taxable 
capacity  when  there  is  no  money  income  but  only  income  in  kind.  It  is  stated,  for 
example,  that  the  basic  problem  of  taxation  in  the  agricultural  sector  of  under- 
developed areas  is  not  the  prevalence  of  non-monetary  transactions,  but  sheer 
poverty,  and  that  when  taxes  can  be  collected  at  all,  they  can  be  collected  in  money. 
On  the  other  hand,  examples  can  be  cited  of  cases  where  incomes  in  kind  support 
living  standards  which  are  above  subsistence  levels.  Another  aspect  of  this  prob- 
lem concerns  the  relationship  between  rewards  in  cash  or  in  kind  and  incentives  to 
work,  save,  and  invest.  This  bears  upon  the  question  of  whether  it  would  be  de- 
sirable to  devise  methods  of  taxation  which  tend  to  encourage  increased  monetiza- 
tion  of  the  agricultural  sector. 

The  foregoing  empirical  or  semi-empirical  studies  should,  of  course,  proceed 
from  the  usual  speculative  analysis  on  economic  incentives  which  is  required  to 
formulate  more  definitely  the  hypothesis  to  be  tested.  Prerequisite  conditions 
for  agricultural  production  responses  to  changes  in  profit  prospects  should  be 
explored  here  in  order  to  gauge  more  clearly  for  any  given  economic  and  institu- 
tional   setting    the    scope    for  adverse   or  favorable   incentive  effects  of  taxation. 

III.   Taxation  of  Exports 

The  working  group  selected  the  taxation  of  agricultural  exports  as  a  third 
area  which  should  be  studied.  This  subject  is  considered  significant  for  several 
reasons: 

(1)  agricultural  exports  have  been  a  highly  productive  source  of  revenue 
for  many  countries  and  often  the  major  source  of  revenue  derived 
from  agricultural  production; 

(2)  since  agricultural  exports  tend  to  be  extremely  sensitive  to  changes 
in  world  commodity  markets,  the  revenues  derived  therefrom  are 
similarly  sensitive,  therefore  affording  on  the  one  hand  an  opportunity 
to  use  them  as  a  stabilizing  and  cushioning  device,  but  creating  on 
the  other,  a  problem  of  maintaining  a  steady  flow  of  tax  revenue  and 
foreign  exchange  for  developmental  financing; 

(3)  taxes  on  exports  afford  an  opportunity  to  recoup  a  portion  of  the 
windfall   profits  which   result  when  world  market  prices  rise,  and  to 
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cushion  the  effects  on  producers  when  the  reverse  occurs; 

(4)  they  are  sometimes  used  (together  with  other  measures)  to  redirect 
agricultural  production; 

(5)  their  effects  on  the  level  of  agricultural  production  are  often  in  dispute; 

(6)  variations  in  their  incidence  both  as  to  foreign-domestic  division 
and  the  distribution  among  domestic  producers  and  consumers  are 
economically  significant. 

The  study  would  cover  both  tax  and  quasi-tax  measures  which  have  been 
used  to  obtain  revenue  from  the  export  sector.  The  major  quasi-tax  measures 
are  the  use  of  marketing  boards  and  multiple  exchange  rates.  In  order  to  explain 
the  operation  of  these  different  measures,  it  will  be  necessary  to  obtain  information 
on  the  structure  of  the  international  markets  for  the  important  agricultural 
commodities  and  on  the  supply  elasticities  in  the  various  countries.  The  study  might 
distinguish  between  temporary  revenue  measures  which  are  designed  to  take 
advantage  of  a  temporary  world  situation  and  more  permanent  arrangements  for 
siphoning  off  funds  for  financing  economic  developments.  In  some  situations  it 
may  be  advisable  to  extend  the  study  to  include  taxes  on  imports. 

The  objectives  of  the  study  would  be:  (l)  to  describe  the  major  features  of 
the  different  alternative  methods;  (2)  to  compare  the  methods  from  the  standpoint 
of  revenue  potential,  variability  in  revenue  yield,  incidence  of  the  revenue  burden, 
administrative  problems,  and  other  relevant  criteria;  (3)  to  contrast  the  economic 
effects  in  different  market  structures  and  under  different  supply  conditions;  and 
(4)  to  suggest  which  of  the  alternative  measures  would  be  most  appropriate  in 
various  settings. 

Among  the  country  experiences  which  appear  to  be  of  greatest  interest  for 
study  purposes  are: 

(1)  Burma  and  Thailand,  because  both  use  marketing  boards,  yet  they 
have  followed  considerably  different  policies  in  obtaininglarge  amounts 
of  revenue  from  rice  exports; 

(2)  Indonesia  because  of  the  policy  toward  rubber  exports; 

(3)  Nigeria  and  the  Gold  Coast,  because  of  the  very  different  responses 
in  these  two  countries  to  the  efforts  of  the  marketing  boards  toward 
encouraging  improvements  in  the  quality  of  cacao  production; 

(4)  a  major  coffee  exporting  country,  such  as  Brazil; 

(5)  a  major  sugar  exporting  country,  such  as  Cuba; 

(6)  Egypt,    because    of    the    problems    arising    out    of  its  cotton  exports; 

(7)  a  country,  possibly  Indonesia  or  a  Latin  American  country,  which  has 
made  extensive  use  of  multiple  exchange  rates;  and 
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(8)  those  additional  countries  which  have  experimented  with  somewhat 
unorthodox  measures,  such  as  tax  rates  which  vary  with  world  prices 
or  with  the  margin  between  producers'  costs  and  world  market  prices. 

IV.  Additional  Suggestions  for  Research 

1.  Although  the  working  group  did  not  feel  ready  to  recommend  a  crop  approach  to 
the  study  of  agricultural  taxation,  the  group  recognized  that  concentration  on  a 
single  crop  which  bulks  large  in  world  agricultural  production,  or  which  is 
important  in  world  trade,  might  have  certain  advantages  for  tax  research  purposes. 
A  study  of  rice  taxation,  for  example,  could  tap  the  extensive  literature  and 
statistics  on  all  aspects  of  rice  production  and  distribution  and  could  draw  upon 
the  experience  of  several  rice  experts  in  different  countries.  Moreover,  various 
international  private  and  governmental  organizations  are  currently  sponsoring 
studies  on  rice.  A  rather  similar  situation  exists  with  respect  to  coffee,  sugar, 
rubber,  cocao,  and,  to  a  less  extent,  jute  and  copra.  The  working  group  suggests 
that  an  attempt  might  be  made  on  a  limited  scale  and  with  a  study  of  a  single  crop 
in  order  to  (a)  obtain  a  better  notion  as  to  the  usefulness  of  this  approach  as  a 
means  of  obtaining  significant  information  about  certain  kinds  of  taxes;  and  (b) 
a  crosscheck  on  conclusions  derived  from  problem,  country-by-country,  tax-by- 
tax,  and  other  studies.  The  crop  approach  was  also  believed  to  offer  particular 
promise  in  facilitating  a  well-rounded  analysis  of  taxes  on  exports. 

2.  The  working  group  felt  that  an  improved  understanding  of  various  agricultural 
taxes  can  be  obtained  through  comparative  deductive  analyses  of  their  effects  on 
production,  investment,  and  consumption.  The  comparison  should  also  cover 
alternative  non-tax  methods  of  achieving  certain  economic  goals.  The  deductive 
studies  would  provide  a  useful  guide  for  deciding  what  kinds  of  empirical 
information  would  be  most  helpful  in  appraising  the  economic  effects  of  the  differ- 
ent taxes. 

3.  The  group  spent  some  time  in  selecting  countries  which  were  "interesting"  and/ 
or  "typical"  (with  no  firm  definition  of  either  term)  with  respect  to  the  role  of 
agricultural  taxation  in  the  development  and  stability  of  the  economy.  These 
countries  are  thought  to  provide  experience  in  which  other  countries  will  be 
especially  interested  in  relation  to  their  own  problems  of  agricultural  taxation. 
Among  the  standards  suggested  for  such  selection  are  whether  the  country  is  (a) 
overpopulated  or  not  (the  latter  probably  including  most  of  South  America,  Iraq, 
Syria,  Burma,  Thailand);  (b)  at  the  upper  or  lower  range  of  per  capita  income  in 
underdeveloped  countries;  (c)  more  or  less  than  20%  or  25%  dependent  on  inter- 
national trade  in  relation  to  national  income. 

The  countries  selected  were:  any  one  of  the  five  Central  American  countries 
(or  all  five  as  a  group);  Brazil,  Bolivia,  and  Chile  in  South  America;  India, 
Indonesia,  and  Burma  in  the  Far  East;  Turkey,  Iran,  Israel,  and  Egypt  in  the 
Middle  East;  and  Yugoslavia.  In  the  process  of  selecting  these,  the  group  recog- 
nized the  necessity  also  for  developing  other-than-economic  criteria  (such  as 
accessibility  of  data  and  receptivity  of  researchers  and  research  results)  for 
selection  of  country  examples,  but  was  not  able  to  systematize  such  criteria  in  the 
time  available  to  it. 
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4.  Finally,  it  would  seem  that  much  valuable  information  might  be  obtained 
through  a  systematic  follow-up  of  the  work  of  foreign  tax  missions.  When 
countries  have  followed  the  recommendations  of  the  missions,  what  have  been  the 
results?  What  kinds  of  recommendations  have  usually  been  accepted  and  what  kinds 
rejected?  Why?  This  study  might  focus  on  the  Latin  American  countries  where 
there  have  been  many  tax  missions  and  where  so  many  types  of  economic  and 
institutional  situations  are  represented.  Japan  should  also  be  included,  both 
because  the  Shoup  Report  had  so  many  interesting  features  and  because  it  was 
adopted,  temporarily  at  least,  almost  in  toto.  This  study  should  be  fitted  into 
whatever  plans  the  Technical  Assistance  Administration  has  for  a  systematic 
evaluation    of    the    work    of    technical   assistance   missions   throughout  the  world. 
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REPORT  OF  WORKING  GROUP  II:    "ADMINISTRATIVE  AND  LEGAL 
ASPECTS  OF  DIFFERENT  TYPES  OF  AGRICULTURAL  TAXES"* 


The  working  group  decided  to  approach  the  problems  assigned  to  it  in  two 
different  ways.  In  Part  I  of  this  report  the  working  group  suggests  a  number  of 
research  projects  and  surveys  which  it  believes  might  profitably  be  undertaken. 
In  Part  II  the  group  outlines  schemes  for  research  for  property  and  export  taxes 
which  can  be  applied  with  varying  emphasis  to  specific  country  studies.  In  addition, 
the  report  includes  two  appendices  relating  to  administrative  aspects  and  the 
integration  of  land  and  income  taxes. 

General  Considerations 

The  importance  of  the  administrative  aspects  of  taxation  of  agricultural 
sectors  derives  from  the  same  basic  difficulties  which  underlie  agrarian  tax 
policy  in  general.  These  differences  are  the  problem  of  determining  taxable 
capacity  of  agrarian  taxpayers  and  the  existence  among  different  sectors  of  the 
rural  population  of  widespread  disparity  in  wealth.  Traditionally,  the  rural  popula- 
tion has  been  subject  to  few  and  uniform  taxes,  while  the  urban  population  is 
subject  to  a  variety  of  taxes  which  are  adapted  to  the  different  economic  groups 
within  that  population. 

The  wide  disparity  of  taxable  capacities  within  the  rural  population  requires 
that  new  tax  policies  and  flexible  tax  tools  be  designed  to  meet  the  peculiar  require- 
ments of  the  agarian  sectors.  However,  before  the  tax  policies  can  be  devised, 
administrative  techniques  to  investigate  the  taxable  capacities  of  various  agrarian 
groups  must  be  developed.  The  administrative  machinery  which  is  developed  to 
measure  taxable  capacities  must  be  sufficiently  flexible  to  reach  the  different 
agrarian  economic  groups  and  to  exact  the  proper  amount  of  tax  from  individual 
taxpayers  wihin  each  of  the  different  sectors. 

I.      Suggested  Research  Projects 

A.      Tax  Administrators 


A  preliminary  but  important  problem,  and  one  which  should  be  largely  inde- 
pendent of  tax  policies,  is  the  establishment  of  a  competent  tax  service. 

*  Louis  Shere,  Chairman; N.  D.  Ganjei,  Rapporteur;  Lidia  Alkalay,  Karl  Lachmann, 
Herrick  K.Lidstone,  Enrique  Matta- Rogers,  Alfonso  Moises-Beatriz,Taghi  Nasr, 
and  Ira  T.  Wender. 

39 


If  tax  administration  is  to  be  effective,  the  tax  service  must  have  a  corps  of 
career  officials  who  are  selected,  trained,  and  organized  for  the  administration 
of  all  forms  of  taxation  whether  imposed  on  the  rural  or  the  urban  sectors  of  the 
economy. 

Since  the  same  general  principles  of  tax  administration  apply  to  all  forms  of 
taxes,  it  may  not  be  useful  to  examine  this  problem  separately  for  agricultural 
taxes.  It  is  essential  that  the  problem  be  studied  and  a  detailed  plan  for  selecting, 
training,  and  maintaining  a  professional  corps  of  tax  administrators  be  worked 
out.  The  aspects  of  the  problem  of  selecting  tax  administrators  which  are  peculiar 
to  the  agricultural  sector  and  which  may  profitably  be  studied  separately  will  be 
described  in  the  following  sections. 

B.  Citizen  Participation  in  Tax  Administration 

Closely  related  to  the  recommendation  for  basic  research  into  the  organiza- 
tion and  staffing  of  the  tax  service  is  the  question  of  citizen  participation  in  plan- 
ning and  administering  the  tax  process.  For  example,  in  the  Middle  East,  local 
citizens'  committees  are  widely  used  in  the  assessment  of  land  taxes.  Since 
citizen  participation  in  various  aspects  of  the  taxing  process  is  widespread,  a 
survey  of  the  different  occasions  for  and  the  composition  and  form  of  citizen 
participation  would  be  useful.  The  survey  should  examine  both  the  performance 
of  local  committees  (i.e.,  the  technical  qualifications  of  local  committees;  the 
effect  of  local  committees  on  general  uniformity;  the  discriminations  shown  by 
citizens'  groups)  and  the  psychological  effect  which  the  local  committees  have  had 
on  compliance  with  the  taxing  process.  The  investigation  of  the  psychological 
effect  should  compare  the  local  acceptance  of  the  recommendations  of  the  citizens' 
committees  with  that  of  the  more  impartial  professional  tax  officials. 

C.  Central  Versus  Local  Administration 


Although  it  may  not  be  entirely  useful  to  study  the  general  problems  of  tax 
administration  separately  for  either  the  rural  or  urban  sectors,  the  merits  of 
decentralization  of  administration  of  taxes  on  agricultural  sectors  justify  separate 
study.  Central  control  over  the  selection  of  personnel,  the  regulation  and  interpre- 
tations of  the  basic  tax  statute,  etc.,  are,  of  course,  necessary  to  maintain  uniform- 
ity throughout  the  country.  However,  decentralization  of  day-to-day  administrative 
activities  is  important  both  because  of  the  normally  wide  geographical  distribution 
of  taxpayers  and  taxable  objects  and  because  of  the  lack  of  uniformity  in  taxable 
subjects  which  requires  tax  administrators  to  know  local  conditions. 

Research  in  this  area  should  seek  to  determine  the  degree  of  decentralization 
needed  and  the  appropriate  scope  to  which  it  should  extend  over  different  types  of 
taxes.  The  competing  considerations  of  uniformity  of  application  versus  adaptabil- 
ity to  local  conditions,  as  well  as  control  of  tax  officials  in  the  exercise  of  judgment 
and  discretion  versus  the  need  for  familiarity  with  local  conditions  and  acceptance 
by  the  local  population,  present  difficult  problems. 

The  solutions  to  the  problem  of  centralization  versus  decentralization  will 
vary  from  country  to  country,  from  tax  to  tax,  and  according  to  the  stage  of  the 
taxing  process  (e.g.,  assessment,  review,  appeals,  collection). 

40 


Since  the  basic  research  in  this  field  will  require  a  review  of  existing  systems, 
the  working  group  has  prepared  a  short  topical  outline  which  can  serve  as  a 
research  guide  in  this  field.  (See  Appendix  A.) 

D.  Enforcement  Techniques 

The  geographical  distribution  of  taxpayers  within  the  agricultural  sector  raises 
a  number  of  enforcement  problems,  particularly  the  problem  of  finding  the  tax- 
payer. Two  useful  research  projects  in  this  field  are:  (l)  a  general  study  of 
methods  of  developing  lists  of  taxpayers  which  consolidate  under  the  name  of  each 
taxpayer  information  relating  to  all  taxes  to  which  he  may  be  subject;  and  (2)  coun- 
try studies  on  the  use  of  fines  and  imprisonment  which  may  be  appropriate  to  the 
type  and  length  of  violation  of  the  tax  law  and  the  extent  to  which  such  punishments 
may  be  socially  acceptable  and  enforceable  in  specific  countries.  In  connection 
with  the  first  study,  consideration  should  be  given  to  whether  taxpayers'  lists 
should  be  limited  to  selected,  important  taxpayers  or  extended  to  all  taxpayers  in 
the  agricultural  sector. 

E.  Property  Taxation 

In  view  of  the  widespread  use  of  property  taxation,  it  is  remarkable  that  tech- 
niques have  not  been  adopted  to  administer  property  taxes  efficiently,  fairly  and 
impartially.  The  failure  of  governments  to  improve  the  administration  of  property 
taxes  emphasizes  the  need  for  a  study  of  basic  techniques  and  methods.  Special 
attention  should  be  devoted  to  the  problems  of  identification  of  ownership  and  class- 
ifications of  property  holdings.  This  study  might  be  coordinated  with  the  study  of 
enforcement  methods  suggested  in  D  (l). 

The  problems  of  assessment  and  valuation  of  property  should  be  extensively 
studied  and  special  emphasis  should  be  given  to  classification  of  land  by  the  pro- 
ductive capacity  of  different  soils,  by  the  amount  of  rainfall,  irrigation,  etc.,  and 
by  fertility,  topography,  erosion,  etc.  The  adaptability  of  modern  techniques  of 
aerial  survey,  etc.,  should  be  studied  on  an  area-by-area  basis.  Research  under 
this  heading  should  not  be  carried  on  with  the  aim  of  establishing  valuation  manuals, 
but  with  the  aim  of  analyzing  practical  techniques  in  relation  to  various  policy 
objectives  and  the  availability  of  administrative  facilities  in  various  countries. 
The  adaptability  of  various  administrative  techniques  in  given  economies  should 
be  studied,  i.e.,  the  use  of  presumptions,  grading  and  classifications,  unit  values, 
yardstick  farms,  etc. 

F.  Taxation  of  Tribal  Economies 

The  legal  and  administrative  problems  of  developing  a  tax  system  for  tribal 
economies  would  be  both  interesting  and  a  rewarding  research  project.  The  admin- 
istrative problems  which  should  be  studied  relate  bouh  to  the  internal  tax  systems 
prevailing  in  unintegrated  tribal  societies  (e.g.,  South  American  Indian  commun- 
ities) and  the  methods  of  collection  of  taxes  from  tribal  communities  or  their 
members  for  the  benefit  of  the  general  government. 

41 


G.      Codification  of  Tax  Laws 

One  of  the  weaknesses  of  the  tax  structures  of  agrarian  economies  in  partic- 
ular and  underdeveloped  countries  in  general  is  the  number  of  unintegrated  tax 
laws.  In  many  countries,  a  number  of  unrelated  and  inconsistent  taxes  apply  to  the 
same  taxable  objects.  When  additional  revenue  is  needed  either  for  the  general 
fund  or  for  specific  purposes,  legislatures  frequently  impose  new  or  additional 
taxes  on  the  same  taxable  objects  but  with  different  tax  bases  and  methods  of 
administration.  Many  administrative  and  legal  problems  which  arise  because  of 
this  procedure  could  be  eliminated  if  the  tax  laws  were  codified  and  if  the  changes 
were  integrated  into  an  existing  code. 

Country  studies  of  the  kinds,  number,  and  overlapping  of  the  taxes  on  the 
agricultural  sector  and  their  administration  would  be  extremely  useful.  These 
studies  should  also  examine  the  economic  and  administrative  problems  caused 
by  earmarking  of  specific  tax  revenues  for  particular  purposes  or  projects.  The 
purpose  of  research  in  this  area  should  not  be  the  creation  of  model  codes  but 
rather  an  analysis  of  the  techniques  of  codification,  the  simplification  of  tax 
statutes     and     administration,    and    the    control    of    earmarking    of  tax  revenues. 

H.      Integration  of  Taxes  in  the  Agricultural  Sector 

The  working  group  believes  that,  if  the  problems  caused  by  the  wide  disparity 
of  wealth  in  the  agricultural  sector  are  to  be  met  equitably  and  effectively,  agrarian 
economies  must  impose  an  income  tax  in  addition  to  or  in  lieu  of  the  taxes  now  in 
effect.  This  integration  is  particularly  necessary  in  those  countries  in  which  the 
principal  agricultural  tax  is  the  land  tax.  In  Appendix  B  the  working  group  has 
outlined  a  method  for  integration  of  a  land  tax  into  a  general  income  tax.  It  would 
be  useful  to  examine  existing  tax  systems  in  a  number  of  countries  at  different 
stages  of  integration  and  to  compare  the  histories  and  integration  potentialities  of 
existing  tax  systems  with  the  integration  process  suggested  in  Appendix  B.  Once 
the  basic  research  has  been  completed,  practical  legal  and  administrative  tech- 
niques for  speeding  up  integration  should  be  determined. 

II.      Plans  for  Research  of  Property  and  Export  Taxes 

The  members  of  the  working  group  believed  that  property  and  export  taxes 
should  be  selected  for  intensive  study.  Research  checklists  into  the  legal  and 
administrative  aspects  of  these  taxes  are  given  below. 

A.      Property  Taxes 

1.  Subject     of     the    tax-definition    of    property    covered    (e.g.,    inclusion  or 
exclusion  of  items  other  than  land) 

2.  Tax  base  -  capital  value  or  annual  value 

(a)  Under-assessment 

(b)  Equalization,  etc. 

42 


3.  Variations  depending  on  differences  in  patterns  of  ownership  and  manage- 
ment of  land 

(a)  Government  ownership  and  rental  arrangements 

(b)  Ownership     by     eleemosynary     institutions     (religious,    charitable, 
educational,  etc.) 

(c)  Large-scale  ownership  or  management 

(i)    Outright  ownership 

(ii)  Owner    operation,  rental  arrangements  with  owners 

(d)  Small,  medium- sized  owners  or  operators 

(e)  Cooperative  ownership  or  management 

(f)  Family  ownerships 

(g)  Squatters 

(h)  Legal    sharing    of  production:   government,   owner,   tenant,   laborer 

4.  Legal  barriers  to  foreclosure  (e.g.,  homestead  rights,  etc.) 

5.  Commutation  of  tax  to  kind  or  labor 

6.  Property  tax  techniques 

(a)  Identification  of  ownership  and  of  holdings  (cadastre) 

(b)  Valuation 

(c)  Income  tax  approach 

(i)    Actual  or  imputed  income 

(ii)  Income  based  on  assessed  valuation  of  land 

(d)  Integration  of  income  and  property  tax  (See  Appendix  B) 
B.      Export  Taxes 

1.  Subject  of  the  tax 

(a)  Internal  or  external  or  both 

(b)  Many  or  few  items  taxed 

2.  Tax  base 

(a)  Quantity 

(b)  Price  (valuation  and  price  determination) 

(c)  Graduation  schemes 

(d)  Differentiation  by  stage  of  processing 

3.  Form  of  payment  and  collection 

(a)  In  money  (national  or  foreign  currency) 

(b)  In  kind 

(c)  Partly  in  money  and  partly  in  kind 

(d)  Exchange  differentials 

(e)  Price   differentials  through  marketing   boards  or  government  mo- 
nopolies 
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4.  The  taxpayer-producer,  exporter,  processor 

5.  Variations  in  the  application  of  the  tax 

(a)  Relief  from  the  tax  and  exemptions  through  concessions 

(b)  Differentiation  by  country  of  destination 

(i)     National  policy  of  exporting  country 

(ii)  Treaty   arrangements   (commercial  treaties,  GATT,  integra- 
tion arrangements) 

(c)  Drawbacks  in  case  of  re-entry  (especially  after  foreign  processing) 

6.  Integration 

(a)  Separate  levy  or  connected  with 

(i)  Income  tax 
(ii)  Excise  tax 
(iii)Other  taxes 

(b)  Integration     with     other     taxes     to    achieve    other    economic    ends. 
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Appendix  A 

Topical   Outline   for   Research   into   Administrative   Aspects  of  Different  Types  or 
Groups  of  Taxes  Levied  on  Agriculture 

A.  Jurisdiction  Imposing  the  Tax  (Central,  Provincial,  Local) 

1.  Source  of  the  taxing  jurisdiction  (constitution,  statute,  regulation,  custom, 
administrative  practices  )  (enabling  legislation) 

2.  Additions    to    the    tax    imposed    by    other  levels   of  government  (central, 
provincial,  local) 

B.  Jurisdiction  Using  the  Revenue  (Central,  Provincial,  Local) 

1.  Differences  from  A 

2.  Sharing,  grants 

3.  Jurisdiction  to  allocate  revenues  (earmarking) 

C.  Administration 

1.  Assessment 

a.  Assessing  level  or  levels  of  government 

b.  Central  coordination  -  decentralized  administration 

c.  Initial  assessment  (participation  of  non-government  personnel,  local 
boards,  etc.) 

d.  Taxpayers'  remedies  -  administrative  review,  court  appeals 

e.  Channeling   and  exchange   of  information  between  different  levels  of 
government  and  authorities  administering  different  taxes 

2.  Collection 

a.  Time,  method,  and  place  of  payment 

b.  Collection  on  behalf  of  other  taxing  authorities  and  levels  of  govern- 
ment 

c.  Enforcement 

3.  Personnel  and  cost 

a.  Appointment  and  training  of  personnel 

b.  Sharing  of  cost  of  administration 

c.  Contributions  to  financing  of  administration  from  tax  receipts  (espe- 
cially collection  bonuses  to  tax  officials) 

4.  Departure  of  practice  from  law  -  administrative  discretion 
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Appendix  B 

A  Method  for  Integration  of  a  Traditional  Land  Tax  into  a  General  Income  Tax  and 
Checklist  for  Research  into  Problems  of  Integration 

A.  First  Stage:      Immediate  Possibilities  for  Partial  Integration 

1.  Rent- receiving  landlords  -  kind  or  cash 

a.  Query  danger  of  shifting  -  possibility  of  rent  control 

b.  Credit  land  tax  as  income  tax  possibility 

2.  Commercially  operated  agricultural  enterprises 

a.  If  land  leased  can  also  impose  income  tax  on  lessor  above  minimum 
exemption 

3.  Export  crops 

a.  Integration  with  export  tax 

b.  Integration  with  marketing  boards  for  small  operators 

4.  Domestic  crops  -  whether  marketed  locally  or  nationally 

a.   Use  of  cooperatives 

B.  Second  Stage:      Development  of  Land  Tax  into  Agricultural  Income  Tax 

1.  Combine    family    unit    or    individual    holdings   -   levy  progressive  tax  by 
size,  quality,  productivity 

2.  Transform  into  presumptive  income  tax  by  - 

a.  Adjusting  land  tax  base  to  presumed  net  income  base  through  per- 
centage deduction  for  cost  from  presumed  gross  income,  add  family 
exemption; 

b.  Collection  in  kind  in  lieu  of  monetizing  income;  or 

c.  Other  alternative,  e.g.,  actual  net  income  on  basis  of  acceptable 
records.    Problem    of    home  consumption   -   (in  lieu  of  exemption? ) 

C.  Third  Stage:      Integration  with  General  Income  Tax 
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REPORT  OF  WORKING  GROUP  III:  "AGRICULTURAL  TAXATION 
IN  RELATION  TO  PROBLEMS  OF  LAND  TENURE"* 


The  discussions  of  Working  Group  III  have  focused  upon  the  problem  situ- 
ations arising  from  land  tenure  and  tax  system  changes.  This  report  of  the  dis- 
cussions is  presented  in  the  form  of  a  series  of  proBlem  statements,  each  followed 
by  a  consensus  of  the  Working  Group's  suggestions  for  further  research  that 
would  promote  a  solution. 

I.   Problems  associated  with  group  and  communal  forms  of  land  tenure 

A.  The  Problem:  The  introduction  of  a  money  economy,  with  parallel 
developments  in  the  concepts  of  freedom  of  contract  and  individual  ownership,  has 
repeatedly  lead  to  the  disintegration  of  community  forms  of  land  tenure  and  social 
organization.  In  this  process  an  inequitable  division  of  tenure  rights  has  often 
taken  place. 

Suggested  research:   A  study  of: 

(a)  Antecedents  and  growth  of  present  methods  for  supporting  government 
functions    and    their    effects    on    the    evolution    of  the  tenure  system. 

(b)  Alternative  tax  policies  and  methods  to  encourage  the  maintenance  or 
modifications  of  the  present  system  of  group  tenure  and  organization. 

(c)  Alternative  tax  policies  and  methods  which  would  lead  to  an  equitable 
distribution  of  former  tenure  rights  and  an  economically  sound  system, 
with  a  development  of  individual  ownership.  This  project  would  have 
high  priority  in  the  study  of  African  economies  and  some  indigenous 
communities  in  Latin  America. 

B.  The  Problem:  Some  countries  have  experimented  with  various  forms  of 
cooperative  or  group  tenure  for  the  use  of  agricultural  land.  Special  problems  have 
arisen     in     the     process     of    imposing    agricultural    taxes    on  these  enterprises. 

Suggested  research:    A  study  of  the  methods  employed  and  alternatives 
that    might    be    used    in    connection    with    the    taxation  and  support  of 


Philip    M.    Raup,    Chairman;    Gustav    F.   Papanek,    Rapporteur;   John  D.  Black, 
Charles   Haar,     Helen     M.     Lamb,    W.   S.    Middaugh,    and    Kenneth  H.  Parsons. 
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governments  (both  central  and  local  or  communal)  in  areas  of  cooper- 
ative land  use.  Examples  that  could  be  considered  are:  The  ejidos 
of  Mexico;  the  kibbutz  of  Israel;  the  gizira  scheme  in  the  Sudan; 
various  forms  of  cooperative  settlement  recently  undertaken  in  India 
and  Pakistan,  together  with  their  experiences  in  taxing  the  undivided 
(or  "great")  family  and  communal  village  holdings;  the  proportional- 
profit  farms  of  Puerto  Rico;  the  communal  tenures  of  North  American 
Indians;  and  the  recent  group  farming  experiments  of  China,  Yugo- 
slavia and  other  countries. 

II.  The  Problem:  Inadequate  survey  and  defective  records  of  land  ownership  have 
made  it  difficult  in  many  areas  to  introduce  reforms  in  the  tax,  land  tenure,  or 
credit  systems.  The  legal  and  institutional  stability  necessary  for  economic 
development  is  lacking.  In  addition,  systems  of  land  assessment  for  tax  purposes 
have  in  some  countries  been  dominated  by  the  history  of  land  tenure  and  use. 
Assessed  values  have  not  reflected  the  productive  potential  of  the  land,  nor  have 
they  distinguished  between  native  soil  fertility  and  levels  of  productivity  made 
possible  by  superior  management  or  the  intensive  application  of  capital  and  labor. 
The  result  has  been  to  penalize  the  superior  operator  or  to  condone  an  inefficient 
use  of  productive  land.  The  development  of  systems  of  survey,  title  registration 
and  value  assessment  will  generally  involve  the  strengthening  (or  in  some  areas, 
the  creation)  of  local  systems  of  government  and  revenue  collection.  These 
deficiencies  have  been  a  particular  handicap  in  the  consolidation  of  scattered 
holdings. 

Suggested  research:    A  study  of: 

(a)  The  methods  of  cadastral  survey  and  title  registration  adapted  to  the 
needs  of  areas  in  which  neither  time  nor  cost  considerations  will 
permit  the  completion  of  detailed  records.  Full  consideration  should 
be  given  to  the  possibilities  presented  by  techniques  of  aerial  photo- 
grammetry  and  to  simplified  title  registration  systems  following  the 
Torrens  model.  The  recent  experiences  of  Taiwan  should  be  drawn 
upon  in  this  regard.  Consideration  should  also  be  given  to  the  ad- 
vantages and  disadvantages  associated  with  the  separation  of  survey 
and  title  registration  procedures  and  responsibilities  from  systems 
of  value  assessment  and  tax  levying. 

(b)  Systems  of  soil  appraisal,  land  classification,  and  assessment  that 
have  been  devised  to  reflect  the  potential  productivity  of  land  and 
that  do  not  place  a  tax,  in  the  form  of  increased  assessed  values,  on 
the  performance  of  superior  management.  The  soil  appraisal  and  tax 
assessment  systems  of  Denmark,  the  Netherlands,  and  Germany  may 
provide  valuable  experience  in  this  regard  for  other, less  developed, 
areas.  Study  could  also  be  made  of  the  recent  experiences  of  Italy  and 
of  other  countries  in  which  land  has  been  classified  in  accordance  with 
its  potential  productivity  (rather  than  present  use),  and  underutilized 
land  made  subject  to  land  reform  legislation. 
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(c)  Alternative  forms  of  organization  for  local  and  regional  government 
and  revenue  collection  that  have  been  utilized  in  the  execution  of  land 
tenure  and  associated  tax  reforms.  This  should  include  the  study  of  the 
degree  of  financial  participation  of  various  levels  of  government.  A 
summary  of  the  experiences  of  the  following  countries  would  contribute 
to  the  aims  of  this  study:  Switzerland,  Denmark,  France,  Germany, 
Burma,  Austria,  Japan  and  India. 

III.  The  Problem:  Land  tenure  and  tax  policies  are  integral  parts  of  organic  units 
politically,  economically  and  culturally.  The  separate  examination  of  these 
policies  and  the  analysis  of  their  consequences  may  yield  fruitful  results  for 
specific  purposes,  but  may  also  obscure  the  interrelationships  that  exist  among 
them.  A  study  of  a  unit  of  policy-making  with  special  reference  to  the  interaction 
of  tax  and  tenure  policies  may  be  of  particular  value  in  revealing  these  inter- 
relationships. A  country  undergoing  rapid  change  and  possessing  a  highly  dynamic 
political  and  economic  structure  capable  of  high  levels  of  ultimate  development 
should  offer  a  particularly  promising  field  for  integrated  study. 

Suggested  research:  A  study  of  the  interrelations  of  land  tenure  and  tax- 
ation policies  and  structure  in  one  of  the  following  countries:  Yugoslavia, 
Mexico  or  Burma.  Particular  emphasis  might  be  placed  on  the  influence 
of  rapid  tenure  changes  upon  the  flow  of  tax  revenues;  the  problems  of 
survey,  title  registration,  and  tax  assessment;  the  incidence  of  agricultural 
taxation  among  the  various  holders  of  tenure  rights;  provisions  of  inheritance; 
and  the  consequence  of  tax  and  tenure  changes  upon  attitudes  toward  taxation 
and  civic  responsibility. 

IV.  The  Problem:  The  payment  of  compensation  to  owners  of  lands  taken  over 
under  land  reform  places  a  severe  burden  on  fiscal  systems  in  many  countries. 
Where  bonds  are  issued  they  may  affect  the  capital  market  unfavorably.  It  is 
also  possible  that  funds  paid  as  compensation  may  not  be  reinvested  in  the  best 
interests  of  economic  development. 

Suggested  research:    Studies  of: 

(a)  The  best  form  of  landlord  compensation  to  obtain  maximum  investment 
of  compensation  funds  in  productive  enterprises.  This  would  include  a 
study  of  the  success  achieved  in  the  use  of  commodity-based  compensa- 
tion bonds,  as  in  Taiwan;  the  relative  merits  of  non-negotiable  as 
against  freely  negotiable  bonds  or  of  bonds  negotiable  only  for  specific 
investment  purposes;  and  the  uses  that  may  be  made  of  income  tax 
exemptions  or  other  tax  incentives  in  directing  compensation  funds  into 
economically  productive  channels.  The  experiences  of  Italy  and  Egypt 
in  addition  to  those  of  Taiwan  may  be  particularly  valuable  in  this 
regard. 

(b)  The  methods  through  which  the  beneficiaries  of  land  reform  could  make 
the  maximum  contribution  to  compensation  payments,  through  such 
quasi-tax  methods  as  rental  and  purchase  payments. 
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V.  The  Problem:  A  pattern  of  large  hereditary  land  holdings  in  some  areas  is 
associated  with  the  absence  of  significant  estate  or  inheritance  taxation.  Where 
this  pattern  predominates,  it  tends  to  hamper  the  development  of  inheritance  and 
estate  taxation  policy  in  both  the  agricultural  and  non-agricultural  sectors  of  the 
economy. 

Suggested  research:  A  study  of  the  effectiveness  of  estate  and  inheritance 
taxation  in  securing  a  gradual  reduction  in  the  number  of  large  agricultural 
holdings  and  in  minimizing  the  restrictive  social  and  economic  aspects  of 
hereditary  control  of  agricultural  wealth.  The  experience  of  the  United 
Kingdom  should  be  of  particular  value  in  this  regard. 

VI.  The  Problem:  Existing  division  of  rights  in  property  and  in  income  flows  may 
in  some  countries  make  it  expedient  to  consider  the  possibilities  of  redirecting 
the  income  distribution  in  a  manner  that  does  not  involve  an  immediate  disruption 
of  property  rights.  In  these  circumstances,  consideration  may  be  given  to  the  use 
of  a  tax  on  rental  incomes.  This  might  be  attempted  at  levels  of  direct  taxation 
that  would  divert  a  part  of  rental  income  into  public  revenue  channels,  for  the 
support  of  economic  developmental  projects  (irrigation  or  drainage,  for  instance), 
or  it  might  alternatively  take  the  form  of  exemptions  from  tax  for  that  portion  of 
rental  income  invested  by  the  recipient  in  desired  developmental  undertakings. 
One  important  objective  might  be  to  encourage  landlords  to  improve  their  lands 
under  lease,  thus  increasing  their  own  income  and  that  of  the  tenants.  In  other 
situations  this  device  may  be  used  to  discourage  the  holding  of  large  tracts  of  land 
as  landed  estates. 

Suggested  research:  A  study  of  the  merits  and  demerits  of  the  taxation  of 
rental  incomes.  This  should  include  consideration  of  the  problems  involved 
in  defining  rental  incomes;  in  determining  the  incidence  of  the  tax;  in 
evaluating  the  administrative  machinery  that  would  be  required  to  administer 
the  tax;  in  devising  means  to  prevent  shifting  of  the  tax  onto  rent-payers; 
in  insuring  that  the  proceeds  would  be  utilized  in  ways  that  would  maximize 
the  marginal  returns  from  the  investments  made,  whether  by  public  agencies 
or  rent  receivers;  and  in  examining  the  relationship  of  this  tax  to  the  regular 
income  tax,  including  the  integration  needed  to  achieve  the  desired  degree  of 
progressivity. 
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REPORT  OF  WORKING  GROUP  IV:  "QUANTITATIVE  STUDIES 
ON  EFFECTS  OF  AGRICULTURAL  TAXATION"* 


The  working  group  decided  to  divide  the  topic  into  three  major  areas:  (l) 
studies  of  the  distribution  of  the  tax  burden,  (2)  concept  and  measurement  of 
taxable  capacity,  and  (3)  usefulness  of  overall  studies  of  social  accounts  to  tax 
research  in  underdeveloped  countries. 

I.  Distribution  of  Tax  Burden 

A.  General 

1.  A  study  of  incidence  is  considered  a  necessary  first  step  to  any  broader 
analysis  of  taxation  effects  be  it  in  connection  with  incentives,  resource 
transfers,  taxable  capacity,  or  equity. 

2.  A  meaningful  study  of  incidence  must  begin  with  defining  the  significant 
economic  groups  which  are  burdened  by  the  taxes.  This  problem  is 
distinct  from  the  study  of  tax  incidence  in  such  countries  as  the  United 
States  where  the  primary  emphasis  is  on  incidence  by  income  -  size 
groups.  In  the  case  of  underdeveloped  countries,  the  study  should  begin 
with  an  analysis  of  incidence  between  the  agricultural  and  the  urban 
sectors.  The  second  step  in  the  study  is  to  distinguish  between  various 
structural  sub-groups  within  agriculture.  Such  sub-groupings  may  be  by 
(l)  market  oriented  vs.  subsistence  agriculture;  (2)  large  vs.  small-scale 
agriculture;  (3)  according  to  proprietary  relationship.  As  a  final  step, 
consideration  may  be  given  to  income  bracket  aspects. 

3.  A  study  of  public  expenditures  is  necessary  for  a  complete  study  of 
incidence,  but  as  a  first  step  this  working  group  has  only  considered  the 
tax  side  of  government  finance. 

4.  A  distinction  should  be  made  between  the  taxation  of  agriculture  as  a 
producer,  and  the  taxation  of  consumption  in  the  agricultural  sector. 
Both  should  be  considered  in  the  determination  of  impact  of  taxes  on 
agriculture. 
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B.  Specific  Taxes  by  Sector 

1.  A  truly  empirical  analysis  of  burden-incidence  is  feasible  only  in  rare 
circumstances.  Ordinarily  the  approach  will  have  to  be  in  terms  of 
theoretical  analysis  applicable  to  broad  categories  of  taxes,  and  with 
reference  to  the  particular  institutional  setting  in  which  they  are  applied. 
Considering  certain  characteristics  of  underdeveloped  economies  (im- 
mobility of  resources,  subsistence  wages,  etc.)  it  may  well  be  that  the 
theoretical  problems  of  arriving  at  conclusions  with  respect  to  incidence 
are  simpler  than  they  are  in  the  more  complex  setting  of  developed 
countries.  It  is  our  impression  that  an  analysis  of  this  sort,  though 
rough  in  nature,  should  be  feasible  with  respect  to  the  major  taxes  in 
most     underdeveloped    countries,    and    will    turn    out    to    be  meaningful. 

2.  The  following  is  an  illustration  of  the  type  of  hypotheses  which  may  be 
made  regarding  the  allocation  of  certain  taxes  and  which  need  to  be 
tested: 

a)  Income  Taxes.  Income  taxes  on  the  whole  will  not  be  shifted  and 
should  be  allocated  generally  by  impact  point.  While  there  may  be 
exceptional  circumstances  in  developed  countries  where  income  taxes 
are     shifted,     it     is    much    less    likely    in    underdeveloped  countries. 

b)  Land  Taxes.  Very  frequently  the  land  tax  is  largely  in  the  nature  of 
a  lump  sum  tax,  either  because  assessments  are  changed  infrequently 
or  because  it  is  assessed  on  a  presumptive  basis.  To  the  extent  that 
the  land  tax  is  a  lump  sum  tax,  we  expect  that  it  cannot  be  passed  on  to 
the  consumer  and  will  fall  on  agriculture  as  a  producer. 

Whenever  the  land  tax  is  based  on  current  income  or  value,  such  base 
may  reflect  return  on  land,  labor  or  improvements.  If  it  reflects  rent, 
the  assumption  is  that  of  no  shifting.  If  it  reflects  labor  income,  the 
assumption  is  again  that  of  no  shifting,  especially  because  the  labor 
supply,  in  case  of  subsistence  farming,  will  be  unelastic.  To  the 
extent  that  the  tax  is  on  improvements,  it  may  be  shifted.  In  the 
course  of  development  this  element  will  increase.  On  the  whole,  in  the 
earlier  stages  the  incidence  of  the  land  tax  will  be  mainly  on  agricul- 
ture. 

c)  Excises  and  Consumption  Taxes.  We  distinguish  between  taxes  on 
(l)  agricultural  products  and  (2)  industrial  products.  In  the  case 
of  agricultural  products  the  tax  will  be  borne  by  the  consumer  where 
land  may  be  transferred  readily  to  tax-free  products.  In  the  limiting 
case,  where  land  cannot  be  transferred,  the  incidence  will  be  on  the 
producer.  Except  in  the  case  of  producer-consumed  goods  which 
escape  the  tax,  the  agriculturalist,  as  consumer,  will  bear  the  tax  for 
that  part  of  the  products  he  consumes  himself. 

Excises  on  industrial  products  tend  to  be  borne  by  the  customer, 
including  the  agricultural  consumer. 
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d)  Import  Taxes     The  same  applies  to  import  taxes. 

e)  Export  Taxes.   The  incidence  of  these  taxes  is  to  be  determined  on  an 
ad  hoc  basis  described  below. 

C.  Specific  Taxes:   Intra-Sector  Distribution 

1.  We  have  shown  above  that  the  land  tax  tends  to  fall  on  agriculture  as  a 
producer.  The  implication  of  this  will  differ  greatly  depending  on  the 
tenure  system. 

2.  In  the  case  of  the  owner-operator,  thetaxmust  stay  with  him.  In  the  case 
of  tenancy  the  tax  will  tend  to  be  borne  the  more  by  the  landlord  the  nearer 
the    tenant's    income    is    to    subsistence;    otherwise   it  might  be  shared. 

3.  Typically  the  tax  borne  by  the  tenant  falls  on  the  low  income  recipient. 
The  tax  which  falls  on  the  landlord  is  on  a  relatively  high  income  recipient. 
The  tax  on  the  owner-operator  may  be  either  on  a  high  or  low  income 
recipient. 

4.  The  questionmay  be  raised  whether  the  taxes  on  agriculture  as  aconsumer 
tend  to  fall  less  heavily  on  the  smaller  farm  incomes  because  of  home 
consumption. 

D.  Research  Problems 

1.  Following  a  country-by-country  approach,  what  part  of  the  tax  load  falls 
on  agriculture?  While  some  of  the  general  principles  described  above  may 
apply  fairly  widely  it  will,  of  course,  be  necessary  to  make  allowances  for 
the  institutional  characteristics  of  each  particular  country. 

2.  Instead  of  making  a  large  number  of  country  studies,  it  might  be  advisable 
to  group  countries  according  to  characteristics  such  as  (l)  predominance 
of  agricultural  sector,  (2)  export  orientation  of  agriculture,  (3)  population 
pressure.  It  may  then  be  possible  to  apply  the  results  of  a  small  number 
of  more  careful   studies  to   a  large  number  of  countries  of  similar  type. 

3.  In  some  cases,  in  particular  in  thecaseof  export  taxes,  a  tax  rather  than 
a  country  approach  is  indicated.  Thus,  in  studying  export  taxes  the  ap- 
propriate framework  is  the  world  market.  Therefore,  taxes  levied  by 
various  countries  on  the  same  product  must  be  studied  together. 

4.  In  carrying  out  a  burden  study  of  this  sort,  it  is  necessary  to  have  a 
considerable  amount  of  information  regarding  the  tax  structure,  and  the 
institutional  setting  of  the  country  in  question.  Much  of  this  information 
may  be  obtainable  on  the  spot  without  elaborate  surveys.  Beyond  this,  it 
may  be  necessary,  however,  to  obtain  some  further  survey  information 
on  consumption  patterns,  etc.,  e.g.,  type  of  information  supplied  by  the 
sample  survey  for  India. 
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5.  In  choosing  countries  for  pilot  studies  it  may  be  desirable  to  begin  with 
countries  for  which  survey  data  becomes  available;  e.g.,  India.  On  the 
other  hand,  it  may  be  desirable  to  pick  countries  with  relatively  simple 
economic  structures. 

II.  Taxable  Capacity 

A.   General 

1.  The  working  group  has  had  considerable  difficulty  in  arriving  at  a  fruitful 
definition  of  the  concept  of  taxable  capacity.  Certainly  we  do  not  mean  the 
comparative  concept  of  taxable  capacity  as  has  appeared  in  the  discussion 
of  contributions  to  the  United  Nations  or  North  Atlantic  Tready  Organiz- 
ation. Perhaps  a  variation  of  this  concept  might  apply  to  the  relative 
contributions  to  development  of  various  sectors  in  one  country.  But  this 
is  not  the  heart  of  the  matter.  Rather  the  basic  issue  is  how  much  of  the 
resources  may  be  mobilized  for  economic  growth. 

2.  Here  we  may  distinguish  between  two  problems:  (a)  how  much  resources 
may  be  drawn  out  initially  and  from  what  sector  of  the  economy  to  get 
progress  started,  and  (b)  how  is  it  possible  to  plow  back  a  substantial  part 
of  the  increment  in  income  into  further  investment? 

3.  The  quantitative  importance  of  (a)  is  likely  to  differ  greatly  from  country 
to  country.  Where  consumption  is  hardly  above  subsistence  and  there  are 
no  savings,  obviously  there  is  little  slack.  Where  consumption  is  above 
subsistence  it  may  not  be  possible  for  political  reasons  (no  value  judgment 
being  attached)  to  undertake  a  development  program  which  involves  the 
reduction  of  living  standards  for  substantial  groups  of  the  population  over 
long  periods  of  time. 

As  far  as  availability  of  savings  is  concerned  a  distinction  should  be  drawn 
between  the  existence  of  a  "treasure"  such  as  gold  and  jewelry  which  is 
being  swapped  between  savers  and  dis- savers,  and  the  situation  of  bona- 
fide  current  savings  for  the  group  as  a  whole.  In  the  first  case,  there  is 
merely  a  potential  one-time  source  of  foreign  exchange.  In  the  other 
case  we  are  dealing  not  with  the  problem  of  reducing  consumption,  but 
redirecting  investment.  The  same  holds  where  the  "treasure"  takes  the 
form  of  underutilized  land  or  livestock,  or  where  the  hoarding  consists  of 
imported  goods. 

4.  Quite  apart  from  what  may  be  done  to  mobilize  resources  at  the  beginning, 
there  remains  the  problem  of  sustaining  development,  i.e.,  how  to  plow 
back  the  increment  resulting  from  growth.  To  assure  this  objective,  we 
need  a  tax  structure  which  will  automatically  achieve  this  result.  This 
means  that  the  tax  base  must  grow  as  income  grows.  Since  the  tax  rates 
will  only  be  a  fraction  of  the  base,  the  base  must  grow  faster  than  total 
income  in  order  to  recapture  a  substantial  part  of  the  increment.  (In 
other  words  the  marginal  effective  rate  in  terms  of  national  income  must 
be  high.) 
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5.  While  it  is  important  that  the  tax  system  should  be  able  to  recoup  a 
substantial  part  of  the  increment,  it  should  be  such  as  not  to  discourage 
growth.  This  is  one  important  aspect  of  the  incentive  problem  which  is 
considered  by  another  working  group. 

6.  In  an  economy  where  resources  are  mobile,  it  would  be  adequate  to 
define  the  taxable  capacity  of  any  one  sector  in  terms  of  its  "unnecessary 
consumption."  But  in  many  underdeveloped  countries  agriculture  is 
characterized  by  hidden  unemployment.  This  points  to  another  concept 
of  the  capacity  of  agriculture  to  contribute  to  growth,  namely  by  re- 
leasing unused  labor  resources.  This,  however,  is  not  taxable  capacity, 
because  the  labor  transfer  can  be  accomplished  only  through  public 
expenditures.  Taxation  in  this  case  only  serves  to  draw  on  the  taxable 
capacity  which  is  created  by  the  departure  of  non-working  consumers  from 
the  agricultural  sector.  The  same  reasoning  also  applies  to  the  induce- 
ment of  increased  production  in  agriculture  as  well. 

B.   Research  Problems 

1.  As  noted  above,  relatively  little  is  known  about  the  extent  to  which 
resources  are  available  in  agriculture  which  could  be  drawn  upon  to  make 
development  start.  Perhaps  the  first  research  problem  should  be  to 
determine  the  extent  and  location  of  (a)  "excess  consumption  ,w  (b) 
inefficiently  invested  current  savings,  (c)  unused  resources.  With  regard 
to  "excess  consumption ,"  there  is  a  further  problem  of  definition. 
Nutritional  standards,  reference  to  average  levels,  or  customary  levels 
are  possible  approaches. 

2.  The  next  problem  is  to  determine  what  taxes  will  be  best  suited  to  re- 
capture a  substantial  part  of  the  increment  of  national  income  as  growth 
proceeds.  For  instance,  in  the  case  of  the  land  tax  this  may  involve  a 
study  of  means  to  adjust  the  tax  base  to  current  changes  in  income. 
Ideally  this  would  be  done  by  providing  for  more  frequent  assessment, 
either  on  an  income  or  capital  base.  A  less  satisfactory,  though  a  more 
feasible,  approach  might  be  by  across-the-board  upward  adjustments  in 
assessment  values  as  general  indices  (prices  or  income)  rise.  At  best 
such  adjustments  are  difficult,  and  it  would  seem  that  the  land  tax  does 
not  rank  high  with  respect  to  this  criterion.  Nor  does  it  seem  very 
feasible  to  get  at  the  matter  through  an  income  tax  with  sufficiently 
progressive  rates  even  on  small  and  middle  incomes.  A  more  promising 
approach,  perhaps,  is  through  selective  excise  taxes  on  products  with  high 
income  elasticities,  e.g.,  mass  luxuries.  Capital  gains  taxation  also  may 
have  an  important  contribution  to  make  in  this  connection,  except  where 
assets  change  hands  only  rarely. 

3.  It  is  characteristic  of  the  early  stages  of  development  that  the  benefits 
do  not  accrue  uniformly.  The  areas  in  which  they  accrue  will  vary  with 
the  type  of  development  program  and  structure  of  the  economy.  In  order 
to  plan  the  tax  system  properly,  it  is  necessary  to  know  the  areas  to 
which  benefits  flow.   An  important  research  problem  here  is  to  show  the 
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relationship  between  the  proper  tax  system  for  development  and  to  offer 
the   public   expenditure  and  credit  policy  of  the   development  programs. 

4.  Another  important  research  area,  of  course,  relates  to  the  choice  of 
taxes  which  will  be  least  detrimental,  or  most  helpful,  to  development  on 
the  incentive  side.    This  is  discussed  by  working  group  I. 

5.  Without  going  into  details  of  incentive  aspects,  the  problem  might  be  raised 
to  what  extent  detrimental  effects  might  be  reduced  by  reliance  on  tax- 
expenditure  programs  which  will  transfer  resources  to  investment  but 
leave  them  in  the  same  local  community  so  that  benefits  are  visible.  The 
question  is  whether  taxable  capacity  might  be  raised  by  a  system  of 
"locally  balanced  budgets." 

6.  The  problem  of  raising  taxable  capacity  with  the  help  of  credit  policy,  in 
reference  to  seasonal  fluctuations,  may  also  offer  an  avenue  for  profitable 
study. 

III.   The  Use  of  Social  Accounts  and  Input-Output  Analysis 

1.  The  use  of  these  broader  approaches  in  fiscal  research  points  to  an  analysis 
of  the  economic  effects  of  budget  policy  as  a  whole,  including  the  ex- 
penditure side  and  all  taxes,  rather  than  just  agricultural  taxes.  If  a 
pilot  study  is  undertaken  for  any  particular  country,  it  may  be  desirable 
to  take  this  broader  approach.  The  technique  of  social  accounts  and 
sector  accounts  may  well  be  the  more  helpful  to  fiscal  research.  Input- 
output  studies  have  more  relevance  to  investment  planning. 

2.  The  group  felt  that  there  had  been  a  bias  in  the  social  account  approach 
towards  under-estimating  or  ignoring  components  of  the  national  income, 
which  do  not  readily  fit  into  the  concepts  of  national  accounting  of 
developed  countries.  This  relates  especially  to  estimates  of  producer- 
consumed  commodities,  and  would  affect,  of  course,  all  estimates  of 
burden. 

3.  In  carrying  out  either  burden  or  capacity  studies,  it  will  be  helpful  to 
obtain  a  simple  schematic  presentation  of  the  relationship  between  the 
budget  sector  and  certain  major  sectors  of  the  economy,  such  as  industry, 
agriculture,  foreign  trade,  and  consumers.  Also,  it  will  be  desirable  to 
break  down  consumers  by  producer  sectors.  A  matrix  of  this  sort  would 
be  more  in  the  nature  of  sector  accounts,  than  an  input-output  study.  In 
addition,  it  will  also  be  desirable  to  obtain  further  sector  accounts  which 
would  be  applicable  to  specific  fiscal  problems,  e.g.,  the  allocation  of  the 
tax  on  industrial  products  between  industrial  and  theagricultural  sectors. 

4.  Also,  a  special  sector  account  may  be  relevant  to  determine  the  area  in 
which  economic  development  takes  place,  and  the  way  the  benefits  accrue. 
In  this  context  the  problem  is  essentially  a  dynamic  one,  and  not  akin  to  the 
usually  static  method  of  the  input-output  approach. 
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1.  FISCAL  POLICIES  FOR  UNDERDEVELOPED  ECONOMIES 

By  Walter  W.  Heller* 
Professor  of  Economics,  University  of  Minnesota 

I.  The  Approach  to  Developmental  Fiscal  Policy 

Fiscal  policy,  like  other  governmental  policy,  derives  its  meaning  and 
direction  from  the  aspirations  and  goals  of  the  society  within  which  it  operates, 
of  the  people  whom  it  serves.  The  aspirations  of  the  peoples  of  the  underdeveloped 
countries  are  clear:  economic  betterment  and  stability  to  provide  the  material 
soil  within  which  human  dignity  and  political  freedom  can  grow.  These  aspirations 
are  reflected  in  the  objectives  of  the  Charter  of  the  United  Nations  "to  promote 
social  progress  and  better  standards  of  life  in  larger  freedom. "  1/  Pursuit  of 
this  end,  in  turn,  involves  acceptance  of  the  following  as  economic  objectives  of 
tax  and  budgetary  policy:  (l)  to  make  available  for  economic  development  the 
maximum  flow  of  human  and  material  resources  consistent  with  minimum  current 
consumption  requirements;  (2)  to  maintain  reasonable  economic  stability  in  the 
face  of  long-run  inflationary  pressure  and  short-run  international  price  move- 
ments; (3)  to  reduce,  where  they  exist,  the  extreme  inequalities  in  wealth,  income 
and  consumption  standards  which  undermine  productive  efficiency,  offend  justice, 
and  endanger  political  stability. 

These  objectives  are  not  basically  different  from  the  economic  goals  of 
allocative  efficiency,  economic  growth,  stability,  and  optimum  income  distribution 
which  guide  fiscal  policy  in  advanced  countries  on  a  free  enterprise  basis. 
Similarities  in  goals  should  not,  however,  be  permitted  to  conceal  the  vast  differ- 
ences in  economic  conditions,  in  the  cultural,  legal,  and  political  environment 
within  which  economic   policy  must  operate,  and,  indeed,  in  the  state  of  develop- 


This  paper  was  prepared  by  Professor  Heller  in  his  capacity  as  a  consultant  to 
the  Fiscal  Division,  United  Nations  Department  of  Economic  Affairs.  It  is  a 
reprint  of  Part  I  of  "Taxes  and  Fiscal  Policy  in  Underdeveloped  Countries- 
A  report  based  on  technical  assistance  experience,  with  special  reference  to  field 
missions  and  to  the  Technical  Assistance  Conference  on  Comparative  Fiscal 
Administration  (Geneva,  July  16    -    25?  1951), "   United   Nations   Publication,  1954. 

1/   Preamble  of  the  Charter,  paragraph  4;  see  also  article  55. 
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ment  of  the  art  of  taxation  and  the  science  of  government.  Failure  to  comprehend 
the  nature  and  significance  of  these  differences  could  result  -  in  fact,  in  the  past 
sometimes  has  resulted  -  in  mistaken  and  costly  transplanting  of  inapplicable 
experience  to  the  economies  of  underdeveloped  countries. 

Before  examining  these  differences  more  closely,  it  may  be  useful  to  sound 
a  note  of  caution.  Inevitably,  to  classify  national  economies  into  "developed"  and 
"underdeveloped"  and  treat  them  as  two  more  or  less  homogeneous  groups,  does 
violence  to  individual  countries  in  each  group.  The  underdeveloped  countries 
represent  a  wide  band  rather  than  a  single  color  on  the  economic  and  fiscal 
spectrum  -  perhaps  too  wide  to  justify  some  of  the  generalizations  that  will  be 
made  in  this  report.  Nonetheless,  there  are  significant  differences  between  the 
bulk  of  the  underdeveloped  economies  and  the  bulk  of  the  developed  economies. 
In  spite  of  individual  variations,  it  is  not  only  possible  to  identify  these  differences 
but  essential  to  the  success  of  technical  assistance  efforts  that  they  be  given  full 
weight  in  diagnosing  and  seeking  cures  for  the  economic  and  fiscal  ills  of  under- 
developed economies. 

II.   Fiscal  Policy  and  Capital  Formation 

Many  of  the  factors  which  give  the  tax  and  fiscal  problem  of  the  under- 
developed economies  its  distinctive  character  come  to  light  in  a  consideration  of 
the  central  problem  of  capital  formation,  the  main  key  to  economic  development. 
In  a  highly  developed  economy  like  that  of  the  United  States,  high  average  income 
almost  automatically  generates  a  large  flow  of  business  and  personal  savings. 
Fiscal  policy  for  investment  therefore  consists  largely  in  minimizing  the  inter- 
ference of  taxation  with  the  incentives  to  absorb  those  savings  in  productive 
investment.  Together  with  public  expenditure  policy,  tax  policy  seeks  also  to  re- 
duce or  offset  the  fluctuations  in  the  volume  of  capital  formation  and  the  conse- 
quent destabilizing  influence  on  the  economy  as  a  whole.  Finally,  tax  policy 
concerns  itself  with  the  composition  of  investment,  as  for  example,  in  the  granting 
of    preferential    tax    treatment  to   defense-oriented  investment  in  foreign  areas. 

In  the  underdeveloped  economies,  taxation  is  increasingly  assigned  a  far 
more  positive  role  in  the  process  of  capital  formation  and  technological  change. 
The  reason  for  this  is  implicit  in  the  extremely  low  levels  of  income  and  saving 
which  serve  as  the  source  of  capital  formation.  Annual  per  capita  incomes  in  the 
Middle  East,  in  Asia,  and  in  Latin  America  are  typically  under  200  U.  S.  dollars, 
or  less  than  one- seventh  of  the  United  States  level  and  one-fourth  of  the  Canadian 
level. 2/  Propensities  to  consume  out  of  these  incomes  are  understandably  high. 
Little  remains  for  saving  after  meeting  the  pressing  demands  of  sheer  subsistence 
in  the   lower  incomes   strata   and  of  traditionally  lavish  living,  reinforced  by  the 


2/  For  detailed  estimates  and  a  discussion  of  the  limitations  of  their  use,  see 
United  Nations  Statistical  Papers,  Series  E,  No.  1,  National  and  Per  Capita 
Incomes  in  Seventy  Countries  -  1949  fST/STAT/SER.E/1,  20  September  1950) 
and  National  Income  and  its  Distribution  in  Underdeveloped  Countries 
(ST/STAT/SER.E/3,  9  October  1951). 
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"demonstration  effect"  of  American  consumption  standards,  in  the  higher  income 
strata.  The  ratio  of  net  private  savings  to  national  income  falls  far  short  of  the 
10  to  15  per  cent  or  even  higher  levels  experienced  in  advanced  countries  under 
non-inflationary  conditions.  Even  worse,  a  considerable  part  of  the  meager 
savings  is  diverted  into  real  estate  and  inventory  speculation  and  the  holding  of 
precious  metals,  currency,  and  foreign  exchange. 

In  contrast  with  the  15  to  18  per  cent  of  national  income  used  for  net 
private  investment  in  the  United  States  and  Canada  in  recent  years,  it  appears 
that  less  than  half  of  this  proportion  commonly  prevails  in  the  underdeveloped 
countries.  Total  home-financed  investment  in  India  was  recently  estimated  to  be 
only  about  2  1/2  per  cent  of  the  national  income. 3/  As  a  consequence,  invest- 
ment barely  suffices  to  provide  minimum  shelter  and  equipment  for  the  growing 
population.  In  contrast  with  increases  in  per  capita  real  income  from  1938  to 
1948  of  nearly  50  per  cent  in  the  United  States  and  Canada  and  nearly  25  per  cent 
in  the  Union  of  South  Africa,  per  capita  real  income  in  Egypt  and  India  did  not 
appear  to  have  increased  at  all;  in  fact  per  capita  real  consumption  was  some- 
what lower  than  in  1938.4/ 

These  countries  are  caught  in  the  vicious  circle  of  extreme  poverty,  a 
circle  proceeding  from  low  incomes  to  high  consumption  propensities  to  low 
savings  to  low  rates  of  capital  formation  to  a  continuation  of  low  levels  of  income. 
To  break  out  of  this  circle,  apart  from  foreign  aid,  calls  for  vigorous  taxation 
and  government  development  programs;  on  this  point,  expert  opinion  is  nearing  a 
consensus. 5/  Fiscal  policy  is  assigned  the  central  task  of  wresting  from  the 
pitifully  low  output  of  these  countries  sufficient  savings  to  finance  economic 
development  programs  and  to  set  the  stage  for  more  vigorous  private  investment 
activity. 

The  problem  of  capital  formation  in  the  underdeveloped  economies,  as  it 
confronts  public  finance,  breaks  down  into  three  main  parts.  The  first  concerns 
the    financing    of  social  overhead  investment  which  must  be  undertaken  directly 


3/  Figures  cited  in  Bernstein,  E.  M.,and  Patel,  I.  G.  "Inflation  in  Relation  to 
Economic  Development,"  International  Monetary  Fund  Staff  Papers,  Vol.  II, 
No.  3  (Washington,  November  1952),  p.  364. 

4/   Ibid.,  p.  364. 

5/  See,  for  example,  the  discussions  by  Nurkse,  Ragnar,  of  ColumbiaUniversity 
and  Adler,  John  H.,  of  the  International  Bank  for  Reconstruction  and  Develop- 
ment in  the  American  Economic  Review,  issue  of  May  1952,  especially  p. 
583  and  592-596;  Nurkse,  Ragnar,  Problems  of  Capital  Formation  in  Under- 
developed Countries  (Oxford,  1953);  the  discussion  by  Bernstein  and  Patel, 
pp.  cit.t  pp.  393-395;  various  United  Nations  studies,  e.g.,  Domestic  Financing 
of  Economic  Development,  United  Nations  Publications,  Sales  No.:  1951.  II.B.l, 
and  Economic  Development  in  Selected  Countries,  Vol.  I  and  II,  United  Nations 
Publications,  Sales  Nos.:  1948. II.B.l  and  1950. II.B.l;  and  the  recommendations 
of  technical  assistance  missions  as  summarized  in  Part  II  of  the  Report  cited 
in  footnote  (*)  at  the  beginning  of  this  paper. 
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by  government.  The  second  deals  with  an  intermediate  zone  in  which  the  actual 
investment  projects  are  in  private  hands  but  the  funds  are  made  available  through 
government  finance.  The  third  deals  with  the  necessary  incentives  to  private 
investment,  both  domestic  and  foreign,  as  they  are  influenced  by  taxation  and 
other  fiscal  measures.  In  all  three  categories,  government  effort  is  directed 
toward  maximizing  savings,  mobilizing  them  for  productive  investment,  and 
canalizing  them    so   as  to  serve  the  purposes  of  a  balanced  development  program. 

The  discussion  which  follows  will  not  pause  to  spell  out  the  extent  to  which 
a  lack  of  knowledge  of  basic  economic  facts  in  many  underdeveloped  economies 
inhibits  application  of  the  desirable  fiscal  principles  and  policies.  Therefore,  it 
may  be  useful  at  the  outset  to  emphasize  the  opportunity  that  exists  here  for 
technical  assistance  to  reduce  the  institutional  barrier  of  ignorance.  Broadly 
conceived,  the  task  consists  in  helping  the  developing  country  (a)  to  measure  the 
resources  potentially  available  and  actually  disposable  for  the  development 
program;  (b)  to  assess  the  competing  claims  on  these  resources;  and  (c)  to  de- 
lineate the  alternative  ways  in  which  the  claims  can  be  reconciled  with  the  re- 
sources in  an  integrated  development  program.  Ideally,  the  formulation  of  fiscal 
policy  for  balanced  and  non-inflationary  development  should  rest  on  a  foundation 
of  factual  knowledge  concerning  not  only  national  income  and  such  components 
as  private  consumption  expenditures,  private  investment,  and  government  pur- 
chases of  goods  and  services  but  also  the  flows  of  resources  among  the  key 
agricultural,  industrial,  and  commercial  sectors  of  the  economy.  A  knowledge 
of  these  inter-sectoral  flows,  especially  as  they  reveal  different  patterns  of  eco- 
nomic relationships  than  those  which  characterize  the  more  advanced  economies, 
can  avoid  mistakes  and  suggest  modifications  in  the  process  of  transferring 
fiscal  policy  experience  (particularly  in  its  anti- inflationary  aspects)  from  ad- 
vanced to  less  advanced  economies.  Also  important  in  establishing  a  sure-footed 
tax  and  expenditure  policy  are  data  on  income  distribution,  balance  of  payments, 
price  movements,  labor  force,  unemployment,  and  the  like. 6/ 

A.    Financing  Government's  Share  in  Economic  Development 

1.  The  role  of  government.  Perhaps  the  most  striking  feature  of  the 
capital  formation  process  in  the  underdeveloped  economy  is  the  large  and  in- 
escapable role  that  government  must  play  in  providing  "social  overhead  capital" 
both  as  a  direct  instrument  of  economic  development  and  as  a  prerequisite  to 
increased  participation  of  private  capital  in  the  development  process.  In  economies 
at  all  stages  of  development,  there  are  investment  projects  which  are  not  in- 
herently attractive  to  private  investment,  yet  promise  large  social  gains.  The 
unwillingness  of  private  investors  to  offer  their  resources  in  spite  of  the  large 
social  gains  involved  may  be  based  on  any  one  of  several  grounds,   (a)  There  may 


6/  For  a  discussion  of  the  relative  usefulness  of  national  income  estimates  and 
social  accounting  data  in  a  setting  of  economic  underdevelopment,  see  Seers, 
Dudley,  "The  Role  of  National  Income  Estimates  in  the  Statistical  Policy  of 
an  Under-developed  Area/1  The  Review  of  Economic  Studies,  vol.  XX  (3) 
(1953),  pp.  159-168. 
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be  a  sharp  divergence  between  the  opportunity  for  private  gain  and  social  gain; 
the  benefits  conferred  upon  the  direct  recipient  of  the  service,  which  are  the 
basis  for  market  pricing  and  private  profits,  may  be  strongly  supplemented  by 
benefits  to  third  parties,  i.e.,  to  society  as  a  whole.  Education,  health,  and  sanita- 
tion measures  clearly  fall  in  this  category.  Such  investment  in  the  formation  of 
human  capital  may  pay  rich  social  and  economic  dividends,  yet  provide  no  oppor- 
tunity for  private  investors  to  exact  charges  commensurate  with  the  benefits  or 
the  costs.  Development  of  transport,  soil  improvement,  and  river  development 
are  examples  of  physical  investment  which  also  fall  at  least  partially  in  this 
category,  (b)  Returns  from  the  investment  may  be  too  remote,  too  slow  to  materi- 
alize, to  attract  private  investors,  (c)  The  amount  of  investment  involved  in  the 
project  in  question  may  be  too  large  to  be  handled  by  private  investors.  Examples 
of  the  second  and  third  categories  are  power  installations,  river  development,  and 
various  conservation  projects. 

A  brief  consideration  of  the  relationship  of  these  types  of  investment  to  the 
development  process  will  make  clear  why  governments  of  underdeveloped  countries 
have  to  play  such  a  central  role  in  the  capital  formation  process  and  why,  in  turn, 
the  strengthening  of  the  tax  system  to  yield  adequate  revenues  is  of  such  primary 
concern.  Apart  from  its  direct  contribution  to  human  well-being,  the  social 
overhead  investment  of  government  makes  two  essential  contributions  to  economic 
development.  First,  large-scale  improvements  in  health,  education,  and  training 
expand  productive  capacity  by  increasing  the  stamina  and  strength  of  the  workers 
on  one  hand  and  enlarging  their  fund  of  knowledge  and  skills  on  the  other;  this 
represents  fully  as  much  of  an  increase  in  the  resources  at  the  disposal  of  the 
economy  as  do  investments  which  increase  the  fund  of  physical  capital.  Second, 
the  foregoing  increases  in  human  capacity,  combined  with  investments  in  high- 
ways, power  projects,  irrigation,  and  the  like,  provide  the  necessary  economic 
environment  -  the  external  economies  -  needed  to  make  private  investments  more 
attractive.  Unlike  investors  in  advanced  countries,  those  in  the  underdeveloped 
economies  cannot  take  for  granted  a  supply  of  skilled  and  healthy  labor,  easy 
transport  and  communications,  availability  of  power  and  water,  and  readily  avail- 
able supplies  of  raw  materials.  The  apparent  profitability  of  many  investments  in 
such  countries  is  therefore  cut  down  by  the  large  costs  that  have  to  be  incurred 
either  to  develop  these  prerequisites  to  the  productive  process  or  to  operate 
without  some  of  them.  By  utilizing  their  fiscal  power  to  produce  these  services, 
governments  can  provide  many  of  the  external  economies  needed  to  raise  rates 
of  return  to  levels  which  will  attract  private  investors. 

2.  Implications  for  budgetary  management.  The  foregoing  consideration 
of  the  relation  of  government  outlays  to  the  development  process  illustrates  some 
of  the  difficulties  involved  in  proper  analysis  and  classification  in  governmental 
budget  accounting.  For  example,  outlays  on  teachers'  and  doctors'  salaries, 
insect  sprays,  and  medicines  result  in  additions  to  the  stock  of  human  capital. 
Yet,  they  do  not  result  in  the  creation  of  the  depreciable  assets  which  are  admissi- 
ble to  government  capital  accounts.  Related  to  this  budgeting  dilemma  is  the  tend- 
ency to  assign  priorities  to  government  projects  on  the  basis  of  their  financial 
return  rather  than  their  real  return.  From  the  discussion  above,  it  is  clear  that 
the  greatest  real  returns  may  be  realizable  in  precisely  those  areas  where  there 
are    no    direct    financial    returns.   Balanced    economic    development    depends    on 
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assigning  priorities  to  projects  according  to  their  contribution  to  the  productivity 
of  the  economy  rather  than  to  their  chances  of  being  self-liquidating.  Only  where 
the  financial  returns  add  to  the  total  resources  available  for  developmental  in- 
vestment should  the  financial  overtones  affect  the  scale  of  priorities. 7/ 

Like  the  Geneva  Conference  on  Comparative  Fiscal  Administration  and 
most  of  the  public  finance  field  missions  in  the  past,  this  paper  concerns  itself 
more  with  taxation  than  with  techniques  of  budgeting.  However,  an  analysis  of 
the  principles  of  budgeting  -  covering  such  subjects  as  comprehensiveness  in 
budgeting,  the  use  of  current  and  capital  accounts,  and  revenue  classification  - 
has  been  made  available  by  the  United  Nations  in  Budgetary  Structure  and  Classifi- 
cation of  Government  Accounts  8/  published  February  1951.  In  addition,  a  technical 
assistance  workshop  on  problems  of  budgetary  classification  and  management  was 
held  in  Mexico  City  in  September  1953  for  a  group  of  Latin  American  experts. 9/ 
The  brief  consideration  which  the  Geneva  Conference  gave  to  problems  of  budget 
management  is  summarized  in  Section  8  of  Part  II  of  the  Report  on  the  Conference. 

3.  Capacity  for  tax  increases.  The  pressing  need  for  large  government 
outlays  for  economic  development  strongly  influences  the  approach  to  the  problem 
of  determining  the  appropriate  level  of  taxation  in  an  underdeveloped  country.  In 
a  highly  developed  economy,  tax  policy  tends  to  accept  the  level  of  expenditures 
as  its  revenue  goal  (modified,  of  course,  by  considerations  relating  to  the  levels 
of  employment,  prices,  and  economic  activity).  The  sequence  of  decision  tends 
to  run  from  expenditures  to  taxes.  But  in  underdeveloped  countries  the  level  of 
expenditures  depends  much  more  heavily  on  the  ability  of  the  tax  system  to  place 
the  required  revenues  at  the  disposal  of  the  government.  By  the  same  token,  the 
size  of  the  government's  development  program  depends  in  large  part  on  the  eco- 
nomic and  administrative  capacity  of  its  tax  system  to  marshal  the  necessary 
resources.  In  this  sense,  the  sequence  of  decision  tends  to  run  from  taxation  to 
expenditures. 


7/  Extensive  discussions  of  the  principles  which  govern  the  planning  of  develop- 
ment programs  and  the  participation  of  the  government  in  them  are  contained 
in  various  United  Nations  studies,  e.g.,  Methods  of  Financing  Economic 
Development  in  Under-developed  Countries,  United  Nations  Publications, 
Sales  No.:  1949.II.B.4,  Domestic  Financing  of  Economic  Development,  op.  cit., 
Measures  for  the  Economic  Development  of  Underdeveloped  Countries,  United 
Nations  Publications,  Sales  No.:  195 1. II. B. 2  and  Formulation  and  Economic 
Appraisal  of  Development  Projects,  United  Nations  Publications,  Sales  No.: 
1951.II.B.4,  Vols.  I  and  II. 

8/  United  Nations  Publications,  Sales  No.:  1951.  XVI. 3.  See  also  Government 
Accounting  and  Budget  Execution,  United  Nations  Publications,  Sales  No.: 
1952.  XVI. 3. 

9/  See  Budget  Management,  Report  of  the  Workshop  on  Problems  of  Budgetary 
Classification  and  Management,  Mexico  City  3-11  September  1953,  United 
Nations  Publications,  Sales  No.:  1954. XVI. 2.  The  Workshop  had  for  its 
consideration  a  preliminary  draft  of  a  Manual  for  the  Classification  of 
Government  Accounts,  which  will  represent  an  extension  and  practical  appli- 
cation of  the  principles  developed  in  the  previous  study. 
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Recognizing  the  strategic  importance  of  an  adequate  flow  of  tax  revenues- - 
and  the  inadequacy  of  their  own  revenues—the  governments  of  many  developing 
countries  have  sought  to  increase  the  proportion  of  national  income  collected  in 
taxes.  Much  of  the  increased  demand  for  technical  assistance  in  fiscal  matters 
since  World  War  II  apparently  grows  out  of  this  desire  for  a  more  productive  tax 
system.  Underdeveloped  countries  are  under  no  illusion  that  they  can- -or  should- - 
push  their  tax  ratios  of  10  to  15  per  cent  of  national  income  to  the  30  to  40  per 
cent  levels  reached  in  such  advanced  countries  as  Austria,  Belgium,  France, 
Germany,  the  Netherlands,  Norway,  the  United  Kingdom,  and  the  United  States. 
But  they  are  aware  that  even  a  modest  increase  in  taxation  may  be  able  to  finance 
a  large  percentage  increase  in  a  government's  contribution  to  the  development 
program.  A  country  in  which  the  share  of  the  government  sector  in  the  gross 
national  product  is  12  per  cent  may  be  taken  as  fairly  typical  of  low-income 
countriesdO/  If  one  assumes  that  not  more  than  one-third  of  the  government's 
share  is  devoted  to  economic  development,  an  increase  of  only  2  percentage 
points  in  the  ratio  of  taxes  to  national  income  (to  14  per  cent)  would  enable  the 
government  to  increase  its  contribution  to  development  expenditures  by  50  per 
cent. 

Does  experience  or  informed  judgment  provide  any  reliable  guide  as  to  what 
level  of  taxation  is  appropriate  for  an  underdeveloped  economy?  Experience  shows, 
first,  that  the  less  advanced  the  economy  of  a  country,  generally,  the  lower  the 
ratio  of  tax  payments  to  national  income.  It  shows,  second,  that  through  intensive 
administrative  and  legislative  efforts  (and  in  some  cases,  aided  by  favorable 
international  market  conditions  or  by  foreign  aid),  quite  a  few  less  advanced 
countries  have  considerably  increased  their  ratios  in  post-war  years.  For  example, 
the  Commonwealth  Government  of  the  Philippines  increased  its  tax  revenues  by  80 
per  cent  from  1950  to  1951. 

The  judgment  of  technical  assistance  experts  in  public  finance,  as  reflected 
in  their  mission  reports  and  other  writings,  appears  to  be  that  most  underdeveloped 
countries  could  increase  the  proportion  of  their  national  income  taken  by  taxation 
without  unduly  disturbing  the  economy  and  perhaps  even  with  positive  gains  in  the 
face  of  inflationary  pressures.  11/  Yet  where  the  optimum  level  lies  permits  of 
no  doctrinaire  answer.  It  wilf~3iffer  from  country  to  country  depending  on  the 
preferences  of  citizens,  the  administrative  competence  in  government,  the  rela- 
tive importance  of  existing  tax  levels  on  one  hand  and  undeveloped  external 
economies  on  the  other  as  barriers  to  private  investment,  and  many  other  factors. 
As  regards  taxation,  one  of  the  key  factors  is  whether  additional  taxes  can  be  so 
levied  as  to  tap  funds  that  otherwise  would  have  gone  into  such  channels  as  luxury 
consumption  or  socially  unproductive  investment  or  foreign  exchange  hoarding,  or 
whether  they  would   simply   displace   private   productive  investment  and  essential 

10/  See  the  recent  article  by  Adler,  John  H.,  "Fiscal  Problems  in  Economic 
Development"  in  Rapports  pour  le  Congres  de  Londres  de  l'lnstitut  inter- 
national de  finances  publiques  (Paris  195 1).  In  it,  he  concludes  that  for  a 
number  of  underdeveloped  countries,  particularly  in  Latin  American,  "the 
share  of  the  government  sector  in  the  gross  national  product,  varies  between 
10    and     16    per    cent    and   is   in  most  countries  not  higher  than  12  per  cent." 

11/   Bernstein  and  Patel,  op.  cit.,  p.  395. 
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consumption.  No  categorical  answer  can  be  given  then,  to  this  question:  How 
far  and  how  fast  can  taxes  by  raised?  Only  through  a  careful  enquiry  into  eco- 
nomic characteristics,  social  and  cultural  institutions,  and  prevailing  standards 
of  tax  administration  and  compliance  can  an  intelligent  approximation  be  pro- 
vided for  any  given  country. 

B.   Taxation  and  Private  Investment 

» 

The  foregoing  discussion  revolves  around  the  use  of  taxation  to  mobilize 
the  resources  required  by  the  government  to  carry  out  its  share  of  the  develop- 
ment program.  The  discussion  now  turns  to  the  impact  of  taxation  on  the  flow 
and  pattern  of  resources  devoted  to  private  capital  formation.  Even  though  the 
government  may  take  a  large  hand  in  the  financing  of  some  of  the  projects,  they 
are  basically  private  investments  undertaken  for  private  profit. 

1.  Publicly  financed  private  investment.  In  view  of  the  lack  of  developed 
capital  markets  in  many  countries,  and  the  additional  fact  that  controls  may  be 
necessary  to  divert  funds  from  lavish  consumption  or  speculation  into  productive 
investment  in  agriculture  and  industry,  an  increasing  number  of  the  less  developed 
countries  are  using  taxes  to  raise  funds  to  be  loaned  to  private  investors.  For 
example,  "Institutos  de  Fomento"  and  specialized  corporations  or  commissions 
for  industrial  or  agricultural  development  have  been  established  in  Bolivia, 
Brazil,  Chile,  Colombia,  India,  Mexico,  and  Peru.  12/  Some  countries  have  also 
provided  financial  assistance  to  private  enterprises  like  airlines  and  shipping 
companies  whose  requirements  for  capital  are  large  and  not  easily  obtainable 
from  private  sources.  13/  Alternatively,  governments  can  place  tax-generated 
savings  at  the  disposal"  of  private  entrepreneurs  through  the  private  banking 
system,  e.g.,  by  retiring  bank-held  debt.  Such  action  makes  room  for  non- 
inflationary  extension  of  credit  for  the  support  of  private  investment  projects. 14/ 

2.  Privately  financed  private  investment.  The  final  category  of  in- 
vestment, namely,  private  investment  undertaken  without  the  use  of  government 
funds,  involves  the  most  difficult  and  delicate  problems  of  tax  composition  and 
structure.  As  is  brought  out  elsewhere  in  this  paper,  such  private  investment  is 
also  influenced  very  substantially  by  other  aspects  of  governmental  fiscal  policy. 
Section  I  has  already  brought  out  the  role  of  government  in  developing  transport, 
power,  technical  training,  and  similar  facilities  to  create  external  economies  for 
private  investment. 

Section  IV  suggests  that  where  deficient  domestic  markets  are  blocking  the 
flow  of  private  funds  into  desired  domestic  industries,  governments  may  wish  to 
orient  their  taxing  and  spending  policies  toward  strengthening  such  markets.  In 
addition,  fiscal  policy  influences  the  level  and  direction  of  investment  through  its 
impact  on  inflation  and  economic  stability;  some  of  the  possibilities  and  limitations 
of  fiscal  policy  in  this  regard  are  examined  in  Section  III,  below. 


12/   See   Economic    Development   in    Selected    Countries,    op.    cit.,    Vols.  I  and  II. 

13/    See  Domestic  Financing  of  Economic  Development,  op.  cit.,  p.  44. 

14/    Nurkse,    Ragnar,   op.  cit.,  p.  151.  A  similar  point  is  made  in  reference  to  the 

economies    of  western   Europe    since    World   War   II   in  Ellis,  Howard  S.,  The 

Economics  of  Freedom  (New  York,  1950),  p.  40. 
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The  position  is  sometimes  taken  that  governments  should  not  go  too  far  in 
trying  to  prevent  inflation  in  an  underdeveloped  economy  because  (a)  this  may 
require  unduly  high  taxes  and  (b)  within  bounds,  inflation  is  itself  an  acceptable 
pragmatic  instrument  of  a  developmental  policy.  While  the  pros  and  cons  of  this 
position  cannot  be  fully  aired  here,  the  implications  for  tax  policy  of  this  pro- 
inflationary  position  are  so  far-reaching  that  it  cannot  be  dismissed  without  com- 
ment. 

With  respect  to  "unduly  high  taxes ,"  a  point  may  somewhere  be  reached 
where  inflation  is  preferable  to  higher  taxes,  but  given  a  reasonably  well- struc- 
tured tax  system,  this  point  seems  rather  remote  at  levels  of  taxation  approx- 
imating 15  per  cent  of  national  income.  Moreover,  a  government  which  is 
aggressively  participating  in  the  development  process  will  have  other  (though 
related)  reasons  for  levying  higher  taxes.  In  a  developmental  setting,  then, 
higher  taxes  are  seen  not  as  a  positive  good  but  as  the  lesser  of  evils. 

On  behalf  of  inflation,  it  can  be  noted  that  where  it  is  the  only  available 
alternative  to  persistent  stagnation,  it  may  be  attractive  as  a  last  resort  in  spite 
of  its  risks.  One  may  even  contend,  somewhat  more  positively,  that  inflation  has 
an  invigorating  effect  by  loosening  economic  and  social  relationships  and  giving 
the  more  ingenious  and  enterprising  elements  in  the  population  a  chance  to  come 
to  the  fore.  But  even  without  examining  the  pitfalls  in  these  positions,  one  is 
entitled  to  the  gravest  doubts,  on  both  economic  and  social  justice  grounds,  about 
accepting  inflation  as  an  instrument  for  economic  development. 

The  process  by  which  credit-induced  inflation  generates  capital  investment 
is  sympathetically  described  in  terms  of  three  steps:  (a)  the  credit  expansion 
provides  the  initial  means  of  diverting  resources  from  the  remainder  of  the 
community;  (b)  profits  generated  in  this  process  yield  additional  savings  to 
perpetuate  the  capital -forming  process;  (c)  profits  thus  generated  also  serve 
as  the  inducement  to  undertake  the  investment.  But  this  is  a  costly  and  inequitable 
way  of  transferring  resources  from  consumption  to  capital  formation.  First, 
enlarged  profits  to  investors  combined  with  dissaving  by  consumers  trying  to 
maintain  previous  levels  of  consumption  will  increase  rather  than  decrease  in- 
equalities of  income  and  wealth.  Second,  inflation  channels  much  of  the  resulting 
investment  into  real  estate,  inventories,  foreign  exchange,  and  other  "riskless" 
holdings  designed  to  reap  capital  gains  from  socially  unproductive  undertakings. 
Third,  even  where  investment  flows  into  industrial  production,  inflation  tends  to 
elicit  investment  in  luxury  industries  rather  than  those  producing  necessities. 
Finally,  inflation  is  eventually  self-defeating  if  it  discourages  the  voluntary  savings 
which  provide  the  solid  foundation  for  economic  development.  15/ 

Turning  from  the  level  to  the  structure  of  taxation,  one  finds  much  disagree- 
ment on  what  constitutes  the  most  effective  policy  for  maximizing  private  in- 
vestment and  guiding  it  into  the  most  useful  channels.  On  some  points,  of  course, 
fairly  extensive  agreement  has  been  reached  among  experts  in  public  finance.  It 
is  fairly  widely  agreed,  for  example,  that  full  use  should  be  made  of  tax  measures 


15/   For    a    fuller  development  of  this  analysis,  see  Bernstein  and  Patel,  op.  cit. 
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which  can  seek  out  and  impound  income  that  would  otherwise  be  squandered  on 
lavish  living  and  luxury  imports.  Commodity  taxes  in  the  form  of  high  import 
duties  and  excises  on  luxury  items  are  widely  advocated  as  instruments  of  such 
policy  in  underdeveloped  countries.  Also,  personal  income  taxes  with  steeply 
progressive  rates  in  the  upper  brackets  are  often  favored  as  instruments  for 
tapping  such  income. 

There  is  also  considerable  agreement  that  taxes  should,  if  possible,  pen- 
alize the  diversion  of  savings  into  land,  buildings,  inventories,  and  similar  in- 
vestments held  for  speculative  gain  or  prestige  purposes  rather  than  productive 
use.  Among  the  tax  instruments  recommended  for  use  to  this  end  are  land  value 
increment  taxes,  taxes  on  idle  land,  progressive  taxes  on  either  net  worth  or  real 
estate  holdings,  and  either  special  capital  gains  taxes  or  inclusion  of  capital 
gains  in  part  or  in  full  as  taxable  income.  At  the  present  time,  many  countries  - 
especially  those  following  the  British  tax  pattern  -  exempt  capital  gains  on  casual 
transactions.  While  some  experts  defend  this  as  necessary  to  implement  a  tradi- 
tional definition  of  income,  others  condemn  it  because  it  provides  an  incentive 
for  speculative  investments  which  draw  savings  away  from  the  development 
program.  16/ 

The  foregoing  is  not  meant  to  say  that  there  is  a  complete  consensus 
among  experts  on  the  desirability  of  these  measures.  A  few  would  contend,  for 
example,  that  exorbitant  profits,  luxury  living,  and  the  implicit  inequalities  of 
income  and  wealth  are  necessary  as  stimulants  to  investment  and  human  effort, 
objectionable  as  they  may  be  in  terms  of  distributive  justice.  Others  who  might 
not  go  quite  this  far  would  nonetheless  prefer  tax  concessions  for  desirable 
investment  activities  to  penalty  taxes  on  undesirable  activities.  Another  point 
of  view  is  that  the  tax  administrations  of  many  of  the  underdeveloped  countries 
are  too  inefficient  and  unreliable  to  practice  the  finer  arts  of  taxation;  where  this 
situation  prevails,  only  simple  taxes  levied  at  relatively  low  rates  are  said  to 
be  capable  of  tolerable  enforcement. 

Even  apart  from  the  question  of  administrative  feasibility,  there  is  a  wide 
diversity  of  opinions  concerning  the  desirability  and  effectiveness  of  special  tax 
concessions  for  private  domestic  and  foreign  investment.  One  point  of  view  is  that 
they  are  relatively  ineffective  either  because  levels  of  taxation  in  the  under- 
developed countries  are  not  generally  high  enough  to  inhibit  investment  seriously  or 
because  barriers  like  political  instability  and  restrictions  on  foreign  exchange 
conversion  loom  so  much  larger  than  the  tax  barrier.  17/ 


16/  See  the  discussion  of  capital  gains  taxation  in  Section  3  of  Part  II  of  the 
Report  cited  in  footnote  (*)  at  the  beginning  of  this  paper. 

17/  "There  is  no  evidence  that  taxation  in  Colombia  has  tended  to  reduce  the 
over-all  level  of  investment  either  by  cutting  the  supply  of  savings  or  by 
reducing  investment  returns  and  hence  the  willingness  to  invest."  (Inter- 
national Bank  for  Reconstruction  and  Development,  The  Basis  of  a  Develop- 
ment Programme  for  Colombia  (Washington,  1950),  IBRD  Special  Publi- 
cation, Sales  No.:  IBRD.  1950.2,  p.  264.) 
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A  very  different  view  of  the  matter  is  reflected  in  the  tax  policies  of 
India.  Very  extensive  income  tax  concessions  are  granted  with  respect  to  returns 
from  certain  types  of  economic  activity.  For  example,  new  industrial  under- 
takings are  exempt  from  income  tax  for  five  years  up  to  six  per  cent  of  their 
invested  capital  and  accelerated  depreciation  is  allowed  on  new  buildings,  plant, 
and  machinery.  18/ 

Although  preferential  tax  treatment  does  not  enter  into  the  government's 
budget  at  any  point,  it  is  nonetheless  a  disguised  government  expenditure.  The 
use  of  revenues  raised  by  taxation  to  grant  subsidies  to  private  investment  differs 
in  form  but  not  in  substance  from  subsidies  granted  in  terms  of  reduced  tax 
liabilities.  The  danger  also  exists  that  tax  concessions  will  be  converted  into 
tax  loopholes.  Taxpayers  are  ever  watchful  to  gain  tax  benefits  by  meeting  the 
formal  requirements  of  the  concession  provisions  without  carrying  out  the  under- 
lying intent.  In  spite  of  these  and  other  defects,  a  considerable  number  of  persons 
concerned  with  the  formation  of  tax  policy  in  underdeveloped  countries  warmly 
defend  tax  concessions  as  an  incentive  to  investment.  Moreover,  the  line  between 
questionable  tax  concessions  and  desirable  improvements  in  tax  structure  is  not 
always  easy  to  draw. 

Among  the  structural  improvements  and  incentive  devices  most  widely 
supported  in  the  field  of  business  income  taxation  are  the  following:  (l)  The 
allowance  of  extensive  carry-overs  of  net  business  losses  in  one  year  as  off- 
sets against  net  business  gains  in  other  years;  this  reduces  or  removes  the 
deterrent  to  investment  that  otherwise  results  from  the  lack  of  opportunity  to 
deduct  business  outlays  in  full  from  income  subject  to  taxation.  (2)  Accelerated 
depreciation,  permitting  the  more  rapid  recapture  of  productive  investment;  this 
device  has  the  effect  of  giving  the  investor  an  interest-free  loan  from  the  govern- 
ment. (3)  Preferential  rates  for  reinvested  business  profits  or,  alternatively, 
additional  taxes  on  profits  declared  as  dividends;  this  measure  recognizes  such 
profits  as  a  prime  source  of  investment  funds  and  seeks  to  discourage  their 
dissipation  in  consumption  or  their  "loss"  by  transfer  abroad. 

From  the  foregoing  discussion,  it  is  apparent  that  tax  policy  faces  a  basic 
dilemma  in  its  role  as  an  instrument  of  capital  formation  for  economic  develop- 
ment. On  one  hand,  high  levels  of  taxation  are  necessary  to  finance  that  part 
of  the  developmental  process  which  falls  in  the  government  sphere  and  to  mobilize 
for  investment  the  private  resources  that  might  otherwise  be  dissipated.  On  the 
other  hand,  the  lower  the  taxes  the  greater  will  be  the  inducement  to  private 
investors,  per  unit  of  net  income,  to  take  the  risks  associated  with  investment  in 
agricultural  and  industrial  development.  The  dilemma  is  worsened  by  the  fact 
that  those  taxes  which  are  most  effective  in  capturing  a  large  share  of  the  gains 
from  economic  development  for  further  capital  formation  are  the  ones  most 
likely  to  affect  the  returns  from  private  investment.  For  it  is  the  taxes  which 
vary  directly  and  rise  progressively  with  the  size  of  income  that  are  most  effective 

18/  See  Foreign  Investment  Laws  and  Regulations  of  the  Countries  of  Asia  and  the 
Far  East,  United  Nations  Publications,  Sales  No.:  1951. II. F.l,  p. 27  and  the  Use 
of  Taxation  Technique  as  Incentive  to  Private  Investment  in  Far  Eastern 
Countries,  United  Nations  Document  ECAFE/I  and  T/FED/19,  8  September 
1953. 
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in  absorbing  the  gains  from  development  (and  are  generally  preferred  on  equity 
grounds);  yet  these  are  precisely  the  ones  which  are  likely  to  affect  marginal 
effort  and  risk-taking. 

One  way  out  of  the  dilemma  may  be  to  combine  high  rates  of  taxation  in 
general  with  preferential  treatment  for  categories  of  desired  developmental 
activity  (and  penalty  taxes  or  rates  on  undesirable  economic  activities).  To 
implement  such  a  policy  requires  careful  economic  analysis  and  planning,  skill- 
ful structuring  of  taxes,  ruling  out  of  political  favoritism,  and  competent  tax 
administration.  An  important  function  of  technical  assistance  in  public  finance 
is  to  ascertain  for  the  country  in  question  not  only  what  combination  of  tax 
policies  might  best  serve  the  interests  of  economic  development  (in  the  light, 
always,  of  the  country's  ethical  preferences)  but  also  how  those  policies  have  to 
be  modified  in  translating  them  into  tax  measures  which  are  operational  in  terms 
of  the  country's  capacity  for  tax  administration  and  conditions  of  tax  compliance. 

III.   Fiscal  Policy  for  the  "Exposed  Economy" 

Another  factor  which  strongly  conditions  the  role  of  fiscal  policy  in  many 
underdeveloped  countries  is  the  vulnerability  of  their  economies  to  world  market 
developments  lying  outside  of  their  control.  Their  exposed  position  grows  mainly 
out  of  their  heavy  dependence  on  the  exports  of  one  or  two  agricultural  or  mineral 
products  both  as  a  source  of  national  income  and  as  a  source  of  foreign  exchange. 
Their  exposure  is  increased  by  their  dependence  on  foreign  sources  for  manu- 
factured products  and  often  for  foodstuffs  as  well.  Finally,  they  often  find  that 
their  attempts  to  maintain  domestic  economic  stability  are  complicated  by  the 
dominant  position  of  foreign  investment  in  their  primary  industries  combined 
with  a  tendency  of  both  foreign  and  domestic  investors  to  seek  safe  haven  for 
their  profits  abroad.  Increasingly,  underdeveloped  countries  have  sought  to 
protect  their  "exposed  economies"  from  the  buffetings  of  fluctuating  world  market 
demand  and  prices  by  the  use  of  flexible  fiscal  and  foreign  exchange  measures  in 
the  short  run  and  diversification  of  their  economies  in  the  long  run. 

Examples  of  countries  whose  productive  patterns  and  dependence  on  exports 
put  them  in  the  category  of  "exposed  economies"  are:  Bolivia  where,  between 
1938  and  1948,  exports  of  mineral  products  averaged  nearly  95  per  cent  of  the 
total  value  of  exports;  19/  Chile,  where  copper  in  1950  accounted  for  50  per  cent 
and  nitrates  for  25  per  cent  of  total  exports; 20/  Cuba,  where  the  sugar  sector 
contributed  directly  between  24  per  cent  (1945)  and  37  per  cent  (1947)  of  the 
national  income  and  where  exports  of  sugar  and  sugar  products  account  for  nearly 
90  per  cent  of  total  exports  (1949).21/  Similar  examples  can  be  found  in  the  Cen- 
tral  American  countries:   in  El  Salvador,  for  example,  coffee  accounts  for  12  per 


19/  Report  of  the  United  Nations  Mission  of  Technical  Assistance  to  Bolivia, 
United  Nations  Publications,  Sales  No.:  1951.II.B.5. 

20/  International  Financial  Statistics.  International  Monetary  Fund,  October 
1952,  p.  140. 

21/  Report  on  Cuba,  Findings  and  Recommendations  by  a  Mission  of  the  Inter- 
national Bank  for  Reconstruction  and  Development  (Washington,  1951),  IBRD 
Special  Publication,  Sales  No.:  IBRD.  195 1.3,  Chapter  40. 
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cent  of  the  gross  national  product  (1946)22/  and  for  89  per  cent  of  total 
exports  (1950).23/  In  Guatemala  bananas  and  coTFee  contributed  13  per  cent  of  the 
gross  national  product  (1947-48)  and  more  than  80  per  cent  of  total  exports 
(coffee:  72  per  cent  in  1949).24/  In  the  last  two  countries,  moreover,  the  largest 
part  of  the  active  population  is  engaged  in  the  production  of  the  one  or  two  export 
commodities.  Further  examples  are  provided  by  the  oil-producing  countries,  such 
as  Iran,  Iraq,  and  Venezuela,  where  oil  exports  accounted  respectively  for  90 
per  cent  (1949),  51  per  cent  (1950),  and  97  per  cent  (195 0)  of  the  total  value  of 
exports. 25/  In  the  Far  East,  the  following  countries  may  be  mentioned:  Ceylon 
(1951:  tea  42  percent,  rubber  31  per  cent  of  the  total  value  of  exports);  Indonesia 
(1951:  rubber  42  per  cent,  oil  20  per  cent);  Thailand  (1949:  rice  63  per  cent).26/ 
In  the  Federation  of  Malaya  rubber  in  1948  accounted  for  nearly  20  per  cent  of 
the  net  national  product. 27/ 

Although  all  of  these  countries  depend  heavily  on  one  or  two  primary  com- 
modities sold  in  world  markets,  they  differ  both  in  the  price  they  pay  for  such 
dependence- -in  the  degree  of  instability  to  which  they  are  exposed- -and  in  the 
benefits  they  derive --in  the  degree  of  comparative  advantage  they  enjoy.  To 
take  an  extreme  example,  a  one-commodity  country  whose  main  export  is  uranium 
seems  assured  of  a  strong  market,  favorable  terms  of  trade,  and  a  steady  supply 
of  dollar  exchange.  A  less  extreme  example  of  a  favored  mono -cultural  economy 
is  that  of  Cuba,  whose  peculiar  relation  to  the  United  States  market  reduces  the 
risks  involved  in  its  reliance  on  sugar.  Moreover,  the  low-income,  undiversified 
economy  is  not  the  only  one  to  suffer  from  external  destabilizing  influences.  Any 
export-oriented  economy  runs  this  risk.  Yet,  other  things  being  equal,  a  country 
whose  economic  fate  depends  on  world  markets  for  one  or  two  primary  products 
risks  greater  instability  and  finds  conventional  fiscal  policy  less  effective  in  deal- 
ing with  it  than  a  country  which  is  industrially  more  diversified.  Economic  expo- 
sure characterizes  so  many  of  the  world's  underdeveloped  economies  that  it 
requires  special  consideration  in  an  analysis  of  their  fiscal  policies. 

A.   Fiscal  Measures  for  Economic  Stabilization 

To  the  extent  that  instability  is  the  product  of  external  movements  of  prices 
and  demand  for  the  export  products  which  dominate  the  local  economy,  the  appli- 
cability of  generalized  expansionary  and  contractionary  fiscal  policy  is  corre- 
spondingly limited.  It  does  not  follow  that  the  non-industrialized  country  has  no 
fiscal  weapons  to  use  in  defending  the  domestic  economy  against  the  vicissitudes  of 


22/  Wallich,  H.  D.,  and  Adler,  J.  H.,  Public  Finance  in  a  Developing  Country,  El 
Salvador,    a  Case  Study,  Harvard  University  Press  (Cambridge,  1951),  p.  25. 

23/   See  International  Financial  Statistics    (October  1952"),  p.  46. 

24/  The  Economic  Development  of  Guatemala,  Report  of  a  Mission  by  the  Inter- 
national Bank  for  Reconstruction  and  Development  fWashington,  1951),  IBRD 
Special  Publication,  Sales  No.:  IBRD.  195 1.2,  pp.  10  and  12. 

25/   International  Financial  Statistics    (October  1952),  pp.  66,  68,  and  134. 

26/   Ibid.,  pp.  139,   151,  and  161. 

27/  See  Benham,  Frederick,  The  National  Income  of  Malaya,  1947-49,  Government 
Printing  Office  (Singapore,  1951). 
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world  market  fluctuations.  Such  specific  instruments  as  export  taxes  may  lend 
themselves  more  readily  to  this  kind  of  stabilization  activity  than  more  general 
measures  like  sales  and  income  taxation. 

Increases  in  export  taxes  and  manipulation  of  exchange  rates  were  used  by 
many  primary  producing  countries  to  take  advantage  of  the  sudden  shift  in  the 
terms  of  trade  in  the  post-Korean  spurt  of  world  market  prices.  These  measures 
were  used  to  siphon  off  some  of  the  windfall  gains  of  the  export  sector  and  to 
impound  a  large  amount  of  precious  foreign  exchange.  In  some  cases,  the  proceeds 
were  used  to  good  advantage  (a)  in  shielding  the  economy  from  the  inflationary 
impact  of  rising  world  market  prices  and  (b)  in  financing  capital  imports  for  the 
development  program.  Where  export  levies  are  used  to  build  up  foreign  exchange 
reserves  or  perhaps  even  a  formal  "foreign  exchange  stabilization  fund,"  the 
effects  of  a  subsequent  worsening  of  the  terms  of  trade  can  be  cushioned  by 
adjusting  such  levies  downward  and  by  drawing  on  exchange  reserves. 

The  advantages  to  be  gained  in  reducing  the  exposure  of  primary  producers 
to  the  ebbs  and  flows  of  world  markets  by  skillful  manipulation  of  export  and 
import  taxes  or  multiple  exchange  rates  do  not,  of  course,  wipe  out  the  traditional 
objections  to  these  fiscal  devices,  namely,  (a)  that  they  may  interfere  with  the 
optimum  pattern  of  world  trade;  (b)  that  they  are  inferior  in  equity  terms  to  a 
progressive  income  tax;  (c)  that  they  may  lead  to  uneconomic  productive  practices, 
particularly  in  the  extractive  industries;  and  (d)  that  especially  in  the  case  of 
multiple  exchange  rates,  they  may  seriously  inhibit  foreign  investment  by  inter- 
fering with  the  free  flow  of  returns  on  such  investment. 28/  Moreover,  the 
potential  contribution  to  internal  economic  stability  and  development  can  be 
realized  only  through  an  uncommon  fusion  of  political  will  and  economic  skill: 
(a)  will,  for  example,  to  resist  a  high  propensity  to  import  consumer  goods, 
especially  luxuries;  and  (b)  skill  not  only  in  managing  tax  and  exchange  rates  but 
also  in  so  timing  the  changes  and  channeling  the  proceeds  as  to  promote  stable 
and  balanced  economic  development. 

Without  gainsaying  the  objectionable  features  of  these  devices,  especially 
in  their  interference  with  international  monetary  flows,  one  may  acknowledge 
their  attractions  as  tax  measures  under  certain  circumstances  in  which  under- 
developed countries  may  find  themselves.  First,  these  devices  can  be  adjusted 
up  or  down  more  easily  than,  for  example,  the  income  tax.  Second,  they  are  better 
suited  than  general  taxes  like  the  income  tax  to  single  out  the  export-import 
sector  of  the  economy  and  counteract  destabilizing  influences  that  arise  from  it. 
Finally,  they  are  relatively  simple  to  administer  and  difficult  to  evade.  In  a  setting 
of  weak  administration  and  low  taxpaying  morale,  this  can  be  a  decisive  advantage 
for     export     and     import    levies    as    instruments    for    economic  stabilization. 29/ 

28/  For  a  development  of  some  of  these  points  see  Bernstein,  E.  M.,  "Some 
Economic  Aspects  of  Multiple  Exchange  Rates,"  International  Monetary  Fund 
Staff  Papers,  Vol.  I,  No.  3  (Washington,  September  1950),  and  the  section  on 
taxation  and  public  finance  in  the  Report  of  the  United  Nations  Mission  of 
Technical  Assistance  to  Bolivia,  op.  cit. 

29/  See  Schlesinger,  E.  R.,  Multiple  Exchange  Rates  and  Economic  Development 
(Princeton,   1952),  p.  20. 
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The  application  of  fiscal  policy  for  economic  stabilization  in  underdeveloped 
primary  producing  countries  is  also  complicated  by  the  internal  characteristics 
of  their  economies.  Especially  in  predominantly  agricultural  economies,  supply 
is  likely  to  be  relatively  inelastic.  Moreover,  the  organization  of  production  is 
characterized  by  many  institutional  rigidities.  Custom,  tradition,  systems  of  land 
tenure,  and  the  like  tend  to  block  or  impede  the  free  flow  of  resources,  both  human 
and  material,  from  one  use  into  another.  Nor  is  economic  motivation  such  that 
opportunities  for  profit  are  as  quickly  recognized  and  exploited  as  in  industrial 
nations.  Consequently,  a  cautious  and  segmental  rather  than  bold  and  aggregative 
approach  must  be  taken  to  the  use  of  compensatory  fiscal  policy. 

Economically  developed  countries  find  themselves  in  a  very  different  position 
in  this  respect.  They  generally  enjoy  a  considerably  greater  degree  of  insulation 
against  external  destabilizing  influences  and  a  correspondingly  greater  opportunity 
to  regulate  their  own  economies.  Further,  since  their  economies  are  usually 
diversified,  industrialized,  and  elastic,  the  effects  of  compensatory  finance  transmit 
themselves  relatively  smoothly  and  evenly  throughout  the  economy.  In  this  setting, 
for  example,  reductions  and  increases  in  public  works  or  transfer  payments 
translate  themselves  rather  readily  into  higher  levels  of  employment  and  income. 
In  the  underdeveloped  economy,  in  contrast,  injections  of  purchasing  power  may  in 
considerable  part  run  off  into  higher  prices  of  the  inelastic  domestic  supplies  on 
one  hand  and  into  larger  imports  on  the  other.  Much  of  the  multiplier  effect  is  thus 
thwarted  or  transmitted  abroad.  Since  deficit  financing  may  aggravate  the  external 
trade  deficit,  the  virtues  of  unbalancing  the  governmental  accounts  may  have  to  be 
set  off  against  the  vices  of  unbalancing  the  external  trade  accounts. 

One  of  the  major  attractions  of  industrialization  in  underdeveloped  countries 
is  apparent  in  the  foregoing  discussion.  In  the  absence  of  effective  international 
measures  for  economic  stabilization,  these  countries  are  striving  to  reduce  the 
exposure  of  their  economies  by  diversification. 30/  In  doing  so,  they  are  also 
motivated  by  a  number  of  other  considerations  which  suggest  that  the  law  of 
comparative  advantage  can  be  pursued  too  far:  (l)Often  the  mono-cultural  economy 
is  characterized  by  disguised  unemployment  in  the  form  of  redundant  labor  in 
agricultural  pursuits  or  seasonal  unemployment  in  those  pursuits;  through  diversi- 
fication, it  is  hoped  that  a  productive  outlet  for  this  labor  can  be  provided.  (2) 
Where  exports  are  the  only  or  main  outlet  for  increased  production,  the  pursuit  of 
comparative  advantage  may  be  thwarted  by  relatively  stationary  or  inelastic  de- 
mands on  the  world  market.  (3)  Without  an  attempt  at  diversification,  a  country  may 
not  in  fact  be  aware  of  the  pursuits  in  which  its  greatest  comparative  economic 
advantage   lies.   (4)  An  economy's   advantage   in  producing  a  particular  good  may 

30/  This  view  is  reflected,  for  example,  in  the  study,  Theoretical  and  Practical 
Problems  of  Economic  Growth,  by  the  United  Nations  Economic  Commission 
for  Latin  America  (document  E/CN.  12/221,  18  May  1951).  It  states  (p.  43): 
"Certain  productive  activities,  in  which  the  level  of  productivity  is  lower  than 
in  others,  may  nevertheless  be  eminently  advantageous,  owing  to  the  fact  that 
they  diminish  a  country's  vulnerability  to  foreign  fluctuations  and  contingen- 
cies." See  also  The  Economic  Development  of  Latin  America  and  its  Principal 
Problems,    United  Nations  Publications,  Sales  No.:   1950.11.  G.  2,  Chapter  VII. 
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be  acquired  rather  than  inherent,  in  which  case  the  shifting  of  resources  may  result 
in  acquiring  advantages  in  the  production  of  goods  previously  imported,  thereby 
saving  transport  costs  and  the  like.  (5)  Agrarian  societies  are  often  economically 
and  sometimes  culturally  backward;  industrialization  not  only  releases  men's 
skills  and  provides  new  fields  for  expression  but  tends  to  make  the  social  structure 
more  fluid. 

In  exploring  some  of  the  reasons  why  countries  with  exposed  economies  so 
often  seek  to  industrialize  and  diversify,  the  foregoing  discussion  does  not  mean 
to  suggest  that  economic  development  is  synonymous  with  industrialization.  The 
primary  purpose  of  economic  development  is,  of  course,  the  raising  of  per  capita 
income  and  living  standards  rather  than  the  promotion  of  economic  stability. 
Where  investment  in  the  agricultural  and  other  primary  producing  sectors  clearly 
offers  the  greatest  returns,  it  would  retard  economic  development  to  make  a  fetish 
of  industrialization.  New  Zealand  and  Denmark  serve  as  examples  of  economic 
advancement  primarily  through  agriculture. 

At  the  same  time,  it  is  essential  to  count  all  the  costs  as  well  as  all  the 
benefits  in  allocating  developmental  resources  between  industry  and  agriculture. 
Where  industrialization  absorbs  manpower  that  would  otherwise  run  to  waste  in 
agricultural  unemployment,  where  it  releases  latent  skills,  and  where  it  reduces 
economic  instability  and  its  heavy  attendant  costs,  the  real  balance  of  advantages 
may  be  tipped  toward  investment  in  industry  even  though  the  apparent  balance  of 
direct  increase  in  productivity  favors  agriculture.  Under  these  circumstances,  a 
fiscal  policy  that  facilitates  capital  formation  and  technological  progress  in  in- 
dustry   serves    the    ends  of  both  economic    stability  and  fuller  use  of  resources. 

Finally,  fiscal  policy  for  stabilization  of  developing  economies  has  to  deal 
with  their  unusual  susceptibility  to  inflation.  Superimposed  on  the  pressures  of 
basic  consumption  needs  are  strong  pressures  for  economic  development.  Even 
the  most  prudent  developmental  programs  have  inflationary  concomitants.  In- 
flationary pressures  may  be  concentrated  in  certain  sectors  of  the  economy  and 
may  therefore  refuse  to  yield  to  broadside  tax  measures.  On  the  other  hand,  the 
bias  toward  inflation  in  the  developing  economy  suggests  the  desirability  of  an 
opposing  anti-inflationary  bias  in  fiscal  and  monetary  policy. 

In  this  setting,  loan  financing  of  development  projects  involves  serious  risks 
for  the  economy.  Inferences  drawn  from  budgetary  classifications  which  segregate 
government  expenditures  into  those  on  current  account  and  those  on  capital  account 
have  sometimes  led  to  error  on  this  score.  Such  segregation  is  essential  for  clear- 
cut  economic  and  fiscal  analysis  of  the  government  sector,  especially  in  the  meas- 
urement and  programming  of  the  government's  contribution  to  capital  formation. 
The  danger  lies  in  misreading  the  financial  implications  of  the  capital  account.  It 
has  sometimes  been  misinterpreted  as  justifying  domestic  loan  financing  of  develop- 
ment projects  (especially  where  these  promise  to  be  self-liquidating)  even  in  the 
face  of  inflation.  The  sounder  guide  to  the  method  of  financing  such  projects  is 
the  condition  of  the  economy  as  judged  by  such  criteria  as  the  level  of  employment 
and  prices  and  the  balance-of-payments  position. 31/ 

3 1    See   Budgetary   Structure   and   Classification  of  Government  Accounts,    United 
Nations  Publications,  Sales  No.   1951. XVI.  3,  p.  12. 
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As  in  developed  countries,  anti-cyclical  fiscal  policy  must  be  accompanied 
by  appropriate  action  on  the  part  of  the  monetary  authorities  to  limit  credit 
expansion  in  inflationary  periods  and  to  make  credit  readily  available  during 
periods  of  unemployment  and  depression.  Unless  co-ordinated  action  is  taken 
on  the  monetary  front,  fiscal  efforts  to  stabilize  the  economy  may  be  nullified. 3 2/ 

Although  many  of  the  characteristics  of  economic  stability  in  the  less 
advanced  economies  are  known  in  general  terms,  lack  of  factual  and  statistical 
data  still  plagues  those  who  wish  to  analyze  the  problem  realistically  and  pre- 
scribe means  for  its  solution.  Here  again,  enters  knowledge  as  an  institutional 
barrier,  especially  in  determining  the  potentialities  and  limitations  of  fiscal 
policy.  While  "test  tube  experiments"  are  no  more  possible  in  the  less  developed 
than  in  the  more  developed  economies,  great  advances  in  the  effectiveness  of  tax 
and  fiscal  policy  can  be  made  by  ascertaining  some  of  the  rudimentary  facts 
cited  in  Section  II,  above. 

B.   Other  Fiscal  Problems  of  the  "Exposed  Economy" 

A  somewhat  different  aspect  of  the  exposure  of  many  underdeveloped 
economies  to  external  economic  influence  is  the  extensive  participation  of  foreign 
investment  in  certain  segments  of  the  economy,  especially  the  extractive  in- 
dustries. It  has  been  estimated,  for  example,  that  local  participation  in  the  form 
of  wages,  royalties,  and  taxes  in  the  Bolivian  tin  industry  amounted  to  only  about 
20  per  cent  of  the  value  of  minerals  exported  during  the  1920' s  and  perhaps  45 
per  cent  in  recent  years.  While  this  may  have  the  questionable  virtue  of  trans- 
mitting more  of  the  instability  of  the  minerals  industry  abroad,  it  has  the  off- 
setting vice  from  the  standpoint  of  the  underdeveloped  country  of  drawing  off 
income  and  foreign  exchange  out  of  which  consumption  levels  could  be  raised  or 
investment  for  economic  development  could  be  expanded.  This  is  not  to  say,  of 
course,  that  the  country  is  worse  off  than  if  the  foreign  capital  had  not  come  in 
at  all.  It  merely  re-emphasizes  that  the  country  seeking  development  faces  an 
uncomfortable  dilemma  in  tax  policy.  On  one  hand,  it  wishes  to  maximize  total  out- 
put by  attracting  foreign  capital  into  the  country,  an  objective  which  in  appropriate 
cases  may  be  advanced  by  low  taxes  or  special  tax  incentives.  On  the  other  hand,  it 
wishes  to  maximize  its  share  of  any  given  output,  presumably  by  levying  high  taxes 
and  royalties.  It  is  not  easy  to  strike  the  proper  balance. 

Foreign  investment  exposes  the  tax  system  of  the  underdeveloped  country 
to  other  elements  beyond  its  immediate  control.  For  example,  the  credits  allowed 
by  some  of  the  major  capital  exporting  countries,  e.g.,  the  United  States  and  Eng- 
land, to  their  individual  and  corporate  investors  in  foreign  countries,  specify 
rather    closely    what  types  of  foreign  taxes   shall   be  eligible  under  the  crediting 


32/  For  a  discussion  of  both  monetary  and  fiscal  policy  measures  for  economic 
stabilization  in  an  underdeveloped  economy,  see  Wallich,  Henry  C,  and 
Adler,  John  H.,  Public  Finance  in  a  Developing  Country:  El  Salvador,  a 
Case  Study,  op.  cit. 
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provisions.  This  may  influence  the  country  seeking  investment  from  abroad  to 
adjust  its  tax  system  so  as  to  draw  full  advantage  from  the  credit  provisions  both 
for  its  own  revenue  and  for  the  foreign  investor. 

Another  factor  is  the  complication  of  tax  administration  and  structure. 
Where  profits  accrue  to  foreign  owners  or  where  the  business  unit  in  the  taxing 
country  is  integrated  with  one  in  another  country,  it  is  administratively  hard 
to   determine   the   base   for  income   taxes  and  even  in  some  cases  for  ad  valorem 


export  taxes.  Moreover,  opportunities  for  evasion  are  significantly  increased. 
Finally,  the  relationship  between  the  domestic  and  foreign  arms  of  many  under- 
takings makes  it  more  difficult  to  integrate  corporate  with  individual  income  taxes 
so  as  to  prevent  both  (a)  discriminatory  double  taxation  of  distributed  earnings 
and  (b)  avoidance  of  personal  income  tax  either  through  unreasonable  corporate 
accumulations  or  through  distribution  of  earnings  to  non-resident  shareholders. 
Such  difficulties  as  the  foregoing  have  undoubtedly  decreased  the  attractiveness 
of  income  taxes  relative  to  export  and  import  duties  in  the  less  advanced  econo- 
mies. 

IV.  Redistributive  Aspects  of  Fiscal  Policy 

In  advanced  economies,  the  function  of  fiscal  policy  as  it  affects  income 
and  wealth  distribution  is  largely  one  of  attempting  to  attain  that  degree  of  re- 
distribution through  taxation  and  government  spending  which  most  neatly  balances 

(a)  the  humanitarian  interest  in  sharing  economic  wellbeing  more  equally,  against 

(b)  the  efficiency  interest  in  maintaining  sufficient  inequalities  of  reward  to  serve 
as  an  incentive  to  the  exercise  of  special  economic  effort  and  ingenuity.  In- 
equalities of  wealth  and  income,  while  still  substantial,  have  been  narrowed  in 
most  developed  economies  by  a  combination  of  increases  in  productivity  and 
various  redistributive  policies  of  government.  The  magnitudes  involved  in  the 
inequalities  which  remain  are  generally  large  enough  to  offer  fertile  ground  for 
progressive  taxation  and  redistributive  expenditure.  In  most  advanced  countries, 
the  machinery  of  progressive  income  and  wealth  taxation  is  sufficiently  well  de- 
veloped to  carry  out  its  share  of  a  redistributive  fiscal  policy. 

Contrast  the  setting,  role,  and  magnitudes  of  redistributive  finance  in  the 
less  advanced  economies.  Many  are  characterized  by  extremes  of  wealth  and 
poverty  which,  in  terms  of  the  equalitarian  ethic  as  accepted  throughout  the  free 
world,  constitute  a  compelling  case  for  redistributive  government  finance. 33/  Not 
only  is  the  humanitarian  interest  often  more  intense  than  in  advanced  countries, 
but  the  efficiency  interest  may  differ  sharply  in  both  nature  and  emphasis,  as 
brought  out  below.  However  extreme  the  existing  inequalities  may  be,  the  impact 
of  distributive  considerations  on  fiscal  policy  in  less  advanced  countries  must  in 
practice  be  tempered  by  the  limits  they  encounter  in  varying  degrees  with  respect 
to  (a)  the  absolute  size  of  existing  concentrations  of  income  and  wealth  and  (b)  the 
ability  of  their  tax  systems  to  tap  these  concentrations. 

33/  Some  statistical  evidence  on  the  commonly  accepted  conclusion  that  the 
inequalities  are  marked  is  provided  in  "National  Income  and  its  Distribution 
in    Underdeveloped    Countries,    "    United    Nations   Statistical   Papers,   op.  cit. 
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Within  these  limits,  what  role  does  redistributive  finance  play  as  an  in- 
strument of  economic  policy  in  the  country  seeking  development?  Qualitatively, 
the  answer  goes  to  the  very  root  of  the  problem  of  economic  productivity.  In- 
vestments in  human  beings  are  an  integral  part  of  government  programs  for 
improving  productivity  and  technology.  Improvements  in  sanitation,  health,  and 
nutrition  build  up  working  capacity  and  thus  increase  the  quantity  of  manpower 
available  for  economic  development.  Education  and  training  programs  reduce 
illiteracy  and  increase  skill  and  thus  increase  the  quality  of  manpower.  To  the 
extent  that  taxation  finances  this  process  of  human  capital  formation  at  the  ex- 
pense of  lavish  consumption,  speculation,  and  foreign  exchange  hoarding  rather 
than  at  the  expense  of  productive  private  investment,  it  increases  productivity 
and  accelerates  development. 

Countries  seeking  to  establish  home  industries  in  the  interests  of  balanced 
economic  growth  often  find  that  domestic  markets  are  too  limited  to  support  such 
undertakings. 34/  Insofar  as  redistributive  government  finance  increases  the  pro- 
ductivity and  real  income  of  the  bulk  of  the  population,  it  tends  to  broaden  the  base 
of  the  domestic  market.  It  may  also  contribute  to  this  end  by  shifting  demand 
from  luxury  items  ordinarily  imported  from  abroad  to  more  needed  items  which 
can  be  produced  domestically.  How  much  of  the  purchasing  power  diverted  from 
luxury  consumption  or  created  by  increased  productivity  should  be  siphoned  off 
for  further  capital  formation  and  how  much  should  be  permitted  to  express  itself 
in  higher  levels  of  mass  consumption  will  depend  on  the  stage  of  economic  de- 
velopment and  the  preferences  of  the  society  in  question.  One  country  may  wish 
to  mobilize  every  available  source  of  saving  for  a  program  of  social  overhead 
investment.  Another  may  put  more  emphasis  on  increases  in  consumption  as  (a) 
a  source  of  human  capital  formation;  (b)  an  incentive  to  harder  work;  and  (c) 
a  method  of  widening  markets  and  thereby  increasing  the  private  inducement  to 
invest.  Although  redistributive  government  finance  can  be  oriented  toward  either 
policy,  the  latter  necessarily  implies  a  combination  of  taxes  and  expenditures 
that  will  reduce  economic  inequalities. 

In  the  less  advanced  as  in  the  more  advanced  economies,  adverse  incentive 
effects  on  initiative,  risk-taking,  and  managerial  efforts  place  limits  on  pro- 
gressive taxation.  Yet,  high  incomes  in  underdeveloped  countries  may,  compar- 
atively speaking,  be  derived  from  such  sources  and  devoted  to  such  uses  that  the 
disincentive  effects  are  less  damaging  than  in  developed  countries.  The  greatest 
damage  occurs  where  high  marginal  rates  bear  oppressively  on  incomes  whose 
source  is  largely  in  entrepreneurial  effort  and  whose  use  is  largely  in  further 
investment.  But  where  land  rents  and  interest  charges  are  a  dominant  or  very 
important  source  of  large  income  and  where  luxury  spending,  speculation,  and 
hoarding  dominate  the  use  of  such  funds--a  combination  which  describes  many 
economically  underdeveloped  societies- -the  danger  of  discouraging  private 
contributions     to    economic    development    by    redistributive    fiscal    measures    is 

34/   For     a     thorough     discussion    of    this     point,    see    Nurkse,  Ragnar,  op.  cit., 
Chapter  I,  "The  Size  of  the  Market  and  the  Inducement  to  Invest." 
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considerably  lessened. 35/ 

Redistributive  finance,  then,  appears  to  offer  greater  gains  and  involve 
less  costs  to  underdeveloped  than  to  developed  economies.  Accepting  this  quali- 
tative appraisal  as  valid  does  not,  of  course,  resolve  doubts  concerning  the 
quantities  involved.  The  contribution  to  economic  progress  through  human  capital 
formation  and  enlarged  markets  depends  less  on  the  degree  of  economic  ine- 
quality than  on  the  absolute  amounts  concentrated  at  or  near  the  top  of  the  in- 
come scale.  The  conspicuously  large  fortunes  in  many  underdeveloped  countries 
may  offer  only  a  limited  field  for  redistributive  finance,  both  because  the  aggregate 
resources  they  represent  may  be  small  relative  to  the  huge  numbers  at  the  other 
end  of  the  income  scale  and  because  tax  administration  may  not  be  equal  to  its 
share  of  the  task.  This  hardly  vitiates  the  economic  argument,  but  cautions 
against  letting  it  carry  more  weight  in  shaping  fiscal  policy  than  the  quantities 
involved  may  justify. 

Turning  from  economic  to  ethical  and  political  interests  in  reduced  in- 
equality, the  situation  is  reversed:  the  total  sums  involved  are  much  less  signifi- 
cant than  the  degree  of  inequality.  The  contribution  to  a  sense  of  justice  depends 
far  more  on  how  much  the  gap  between  the  top  and  bottom  incomes  is  narrowed 
than  on  how  much  income  or  wealth  is  transferred  in  the  process. 

Similar  considerations  govern  the  contribution  of  redistributive  finance  to 
political  stability.  Development  of  the  backward  economies  does  little  to  advance 
the  cause  of  freedom  and  stable  self-government  if  the  benefits  are  concentrated 
in  the  hands  of  the  few.  Instead,  such  concentration  polarizes  political  interests 
by  widening  and  deepening  the  gulf  between  the  wealthy  and  powerful  at  one  ex- 
treme, the  poor  and  the  weak  at  the  other.  Fiscal  policies  which  reduce  this  gap 
reduce  the  accompanying  threat  to  political  stability. 

As  a  country's  economy  develops,  as  the  lot  of  its  people  improves  through 
a  wide  sharing  of  benefits,  and  as  economies  of  scale  and  adequate  markets  are 
provided  to  improve  the  climate  for  private  investment,  redistributive  finance 
offers  less  benefits  and  higher  costs  per  unit  of  income  redistribution.  For 
example,  the  marginal  productivity  of  investments  in  human  beings  may  gradually 
diminish.  At  the  same  time,  as  social  overhead  investment  and  widening  markets 
remove  basic  economic  barriers  to  private  investment,  the  adverse  incentive 
effects  of  progressive   taxes  may   be  felt  more  keenly.   As  an  instrument  of  eco- 

35/  Progressive  taxation  has,  in  fact,  been  put  forward  for  several  positive 
incentive  uses  in  less  advanced  economies,  e.g.,  in  stimulating  changes  in 
land  use  and  land  tenure.  Thus,  where  large  land  holdings  are  held  idle  or 
are  undercultivated,  steeply  graduated  taxes  on  net  wealth  or  property  or 
land  values  may  serve  as  an  important  stimulus  to  full  utilization  of  the 
land.  Progressive  taxes  on  land  value  increments,  or  on  capital  gains,  or  on 
net  income  including  capital  gains  have  been  used  or  recommended  to  dis- 
courage the  holding  of  land  for  speculative  purposes.  Countries  seeking  to 
discourage  accumulation  or  encourage  subdivision  of  large  landholdings  may 
find  graduated  wealth  or  income  taxes  more  attractive  on  this  account.  Steeply 
progressive  death  duties  can  have  this  effect  by  forcing  disposal  of  parts  of 
large  holdings  in  order  to  meet  tax  liabilities  at  death. 
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nomic  growth  and  political  stability,  redistributive  finance  will  become  less 
attractive.  But  in  the  earlier  stages  of  development,  it  forms  an  integral  part 
of  a  developmental  program  which  seeks  to  achieve  its  goals  of  technical  pro- 
gress and  economic  advancement  without  disrupting  upheavals  in  political  and 
social  structure. 

V.   Fiscal  Instruments  and  Institutions 

The  emphasis  in  the  preceding  sections  of  this  chapter  has  been  on  the 
distinguishing  features  of  the  economic  setting  and  aspirations  of  the  under- 
developed countries  as  they  affect  the  tasks  which  their  tax  systems  (in  combina- 
tion, of  course,  with  government  spending)  are  called  upon  to  perform.  This  sec- 
tion inquires  whether  these  tax  systems  are  equal  to  the  modern  tasks  of  fiscal 
policy  as  they  stand  or  can  be  made  equal  to  them  by  transfer  of  techniques  from 
the  advanced  countries.  Again,  because  of  the  wide  diversity  in  the  tax  structures 
and  administrations  of  the  less  developed  countries,  each  generalization  in  this 
area  is  subject  to  significant  exceptions. 

The  tax  systems  of  the  underdeveloped  economies  differ  most  noticeably 
from  the  pattern  in  advanced  countries  in  their  heavy  emphasis  on  commodity 
taxation  and  the  taxation  of  exports  and  imports.  The  dominance  of  in  rem  as 
against  personal  taxes  is  particularly  marked  in  Latin  American  countries. 
Reflecting  in  part  their  Spanish  origins,  the  tax  systems  of  these  countries  have 
traditionally  relied  on  stamp  taxes  and  commodity  taxes.  They  also  stressed  the 
schedular  rather  than  the  global  approach  to  income  taxation  (though  several 
countries  have  in  recent  years  superimposed  a  global  income  tax  or  even  substi- 
tuted it  for  the  schedular  tax).  The  net  impact  of  this  influence  has  been  toward 
regressivity  and  retarded  growth  of  progressive  instruments  of  taxation.  In  those 
underdeveloped  countries  to  which  the  British  system  has  in  part  or  in  whole 
been  exported,  the  tendency  is  to  rely  somewhat  more  heavily  on  income  taxation 
as,  for  example,  in  India  and  Israel. 

In  analyses  of  the  tax  problems  of  underdeveloped  economies,  the  traditional 
objectives  of  progressivity  and  equity  in  taxation,  reinforced  by  the  modern  eco- 
nomic objectives  of  taxation,  have  pointed  strongly  to  more  aggressive  use  of 
net  income  and  wealth  taxation.  Particularly  before  World  War  II,  public  finance 
missions  seldom  failed  to  urge  the  adoption  of  fuller  use  of  net  income  taxes. 
Frequently,  these  recommendations  seemed  to  reflect  the  ideological  precepts 
of  the  technical  advisers  rather  than  an  appreciation  of  the  institutional  setting 
of    the     country     in     which     the     recommendations    were    to  be  put  into  practice. 

Fortunately,  in  recent  years,  there  has  been  a  growing  sensitivity  to  the 
institutional  framework  within  which  technical  assistance  efforts  are  to  be  applied. 
There  is  a  growing  realization  that  conditions  within  which  the  most  modern, 
equitable  and  flexible  instruments  of  taxation  thrive  do  not  yet  prevail  in  many  of 
the  underdeveloped  countries  and  that  substantial  modifications  of  the  fiscal 
techniques  applicable  in  developed  countries  are  necessary  to  adapt  them  to  the 
underdeveloped  economy.  To  translate  this  point  into  specific  terms,  Richard 
Goode,  amemberof  the  United  Nations  Technical  Assistance  Mission  to  Bolivia,  set 
forth    the  conditions   for   successful  use  of  income  taxation  side  by  side  with  the 
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conditions  actually  found  in  underdeveloped  countries.  Problems  involved  in 
modernizing  the  tax  systems  of  underdeveloped  countries  are  brought  out  so 
effectively  in  his  analysis  that  it  is  quoted  here  at  some  length. 36/ 

"1.  The  first  condition  is  the  existence  of  a  predominantly  money  economy. 
The  subsistence  farmer  cannot  be  satisfactorily  reached  by  an  income 
tax,  not  so  much  because  he  does  not  have  money  to  pay  -  that  may 
mean  that  he  cannot  pay  a  tax  of  any  kind  -  as  because  the  greater  part 
of  his  real  income  cannot  be  satisfactorily  assessed.  Even  highly  skilled 
administrators  have  made  little  progress  toward  including  the  value  of 
home-produced  and  consumed  foods  in  the  taxable  income  of  farmers. 
In  many  underdeveloped  countries  these  products  and  others  obtained  by 
barter  make  up  a  major  fraction  of  the  total  real  income  of  large 
segments  of  the  population.  Admittedly  these  groups  are  usually  the 
poorest  in  the  society,  and  failure  to  subject  them  to  direct  taxation  may 
not  be  seriously  objectionable  from  the  equity  point  of  view.  It  does, 
however,  encourage  use  of  other  taxes. 

"2.  Another  condition  thatmay  not  be  strictly  necessary  but  is  very  helpful  is 
a  high  standard  of  literacy  among  taxpayers.  In  many  underdeveloped 
countries  the  majority  of  the  population  is  illiterate.  For  example, 
among  the  eleven  Latin  American  republics  for  which  data  are  readily 
available,  seven  have  illiteracy  ratios  higher  than  50  per  cent. 37/  In 
many  regions  of  Asia  and  Africa  the  figure  is  higher,  as  it  probably  also 
is  for  several  Latin  Americancountries  for  which  data  are  not  available. 
Illiteracy,  like  exclusion  from  the  money  economy,  is  most  character- 
istic of  the  poorest  farmers,  but  often  wage  earners,  independent 
craftsmen,  and  small  shopkeepers  cannot  read  and  write  well  enough  to 
fill  out  the  simplest  income  tax  return  with  the  guidance  of  printed 
instructions.  Wage  earners  may  be  covered  by  withholding,  but  in  any 
refined  system  they  must  be  able  to  file  claims  for  exemptions  and  re- 
funds. 

"3.  Prevalence  of  accounting  records  honestly  and  reliably  maintained  is 
another  prosaic  but  important  condition  for  satisfactory  income  taxation. 
In  most  underdeveloped  countries  many  businessmen  keep  no  books  at 
all;  others  maintain  two  or  more  sets.  Vigorous  tax  administration  can 
do  much  to  improve  accounting  standards  if  combined  with  an  educational 
campaign,  but  more  trained  personnel  and  office  equipment  are  essential. 


36/   See     the     address     by    Dr.    Richard    Goode    before    the  Forty-Fourth  Annual 

Conference     of    the     National     Tax    Association,     1951    fProceedings    of  that 

Conference,  pp.  213-215). 
37/   United  Nations  Statistical  Yearbook,  1949-50,  pp.  486-494.   The  figures  a  re  for 

various   dates   between   1930  and  1945  and  refer  to  the  population  7-10  years 

of  age  and  over. 
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"4.  A  fourth  requirement  for  satisfactory  income  taxation  is  a  large  degree 
of  voluntary  compliance  on  the  part  of  taxpayers.  The  best  admin- 
istrative organization  cannot  satisfactorily  collect  income  taxes  from 
the  self-employed  when,  as  in  many  countries,  evasion  is  generally 
attempted  and  incurs  little  or  no  moral  disapproval  from  the  public. 
The  roots  of  a  tradition  of  voluntary  compliance  with  tax  laws  are  not 
easy  to  trace,  but  it  is  fairly  clear  that  such  a  spirit  does  not  grow  up 
over  night.  Although  something  can  be  done  in  the  short  run,  a  long 
period  of  popular  education  and  efficient  and  equitable  administration  of 
those  taxes  that  can  actually  be  enforced  seems  necessary  to  establish 
firmly  the  habit  of  general  voluntary  acceptance  of  the  fiscal  responsibili- 
ties of  citizenship.  Adoption  of  elaborate  measures  that  will  not  be 
uniformly  applied  delays  improvement  in  taxpayer  morale. 

"5.  The  political  conditions  for  development  of  income  taxes  into  a  major 
revenue  source,  like  the  spirit  of  voluntary  compliance,  are  intangible 
and  hard  to  explain.  The  environment  most  favorable  to  progressive 
taxation  seems  to  be  one  of  free  political  democracy.  In  many  under- 
developed countries  wealth  groups  have  enough  political  power  to  block 
tax  measures  that  they  consider  threats  to  their  position.  Until  the 
popular  will  is  stronger  and  more  united  or  until  the  rich  are  ready  to 
accept  the  ability-to-pay  principle  -  whether  from  altruism  or  a  sense  of 
guilt  or  fear  -  steeply  progressive  taxes  will  not  be  collected. 

"6.  Honest  and  efficient  administration  is  needed  for  any  tax,  but  minimum 
acceptable  standards  appear  to  be  higher  for  income  taxes  than  for  many 
other  levies.  Difficult  as  the  task  of  establishing  a  satisfactory  adminis- 
tration may  be,  it  is  probably  the  condition  for  successful  income 
taxation  that  can  be  met  most  quickly.  The  expert,  nevertheless,  must 
guard  against  the  assumption  that  a  tidy  organization  chart  and  non- 
political  staffing  assure  good  administration.  Nor  can  he  be  confident 
that  the  best  obtainable  administration  will  eliminate  obstacles  to  heavy 
reliance  on  income  taxes." 

A  recitation  of  such  limitations  is,  of  course,  a  counsel  of  caution,  not  of 
despair.  It  suggests  the  lines  along  which  action  must  be  taken  to  remove  the 
barriers  listed  and  underscores  again  the  necessity  of  improving  administration 
and  compliance  to  the  limits  possible  within  the  framework  of  existing  social 
institutions.  At  the  same  time,  it  calls  for  ingenuity  in  adapting  and  modifying 
advanced  fiscal  instruments  to  the  conditions  existing  in  economically  under- 
developed countries.  In  the  case  of  the  income  tax,  for  example,  the  difficulties 
encountered  in  many  countries  do  not  rule  out  the  income  tax  entirely  but  strongly 
suggest  that  it  not  be  used  as  a  mass  tax.  This  seems  to  have  been  the  prevailing 
opinion  of  the  participants   in  the  Geneva  Conference. 3 8/   A  personal  income  tax 

38/    See    Part  II,   Section    1   of  the   Report  cited  in  footnote  (*)  at  the  beginning  of 
this  paper. 
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with  a  narrow  base  but  high  rates  on  large  incomes,  buttressed  by  administrative 
efforts  concentrated  on  this  area,  may  be  a  suitable  instrument  for  achieving 
some  of  the  ends  of  economic  policy  and  distributive  justice. 

The  types  of  limitations  encountered  in  the  underdeveloped  economy  may 
also  suggest  modification  in  the  approach  taken  to  taxation  of  wealth.  A  re- 
latively refined  form  of  wealth  tax  may  be  found  in  the  net  worth  taxes  of  the 
Netherlands,  Germany,  and  the  Scandinavian  countries.  However,  this  requires 
skilled  administration  and  conditions  of  compliance  which  generally  are  lacking 
in  the  underdeveloped  counries.  The  appropriate  action  may  be,  not  to  abandon 
the  attempt  to  tax  wealth,  but  to  determine  whether  a  simpler  tax  on  such  out- 
standing sources  of  wealth  as  real  property,  or  business  assets,  might  yield  a 
fairly  good  approximation  to  the  refined  net  worth  tax.  If  the  correlation  between 
real  property  holdings  and  net  worth  is  reasonably  close,  and  if  the  enforcement 
of  a  tax  aganst  the  real  property  base  is  feasible,  the  indicated  ends  of  tax 
policy  may  be  served  by  a  rough-hewn  counterpart  of  the  tax  technique  of  the 
advanced  country. 

It  is  also  worthy  of  note  that  the  institutional  limitations  strike  different 
types  of  taxes  with  substantially  different  force.  Taxation  of  land,  for  example, 
is  closely  linked  to  systems  of  land  tenure  and  to  the  agrarian  structure  as  a 
whole.  Consequently,  techniques  in  land  taxation  are  difficult  to  transfer  from 
one  country  to  another.  In  contrast,  transferability  of  techniques  applicable  to 
corporations  is  considerably  greater.  In  this  case, the  financial  institution  itself  - 
the  corporate  method  of  doing  business  -has  been  transferred  to,  and  taken  root  in, 
the  underdeveloped  country  in  much  the  same  form  as  in  the  developed  country. 
By  the  same  token,  the  common  use  of  the  corporate  form  may  permit  the  im- 
position of  substantially  the  same  type  of  tax  on  agricultural  corporations  operating, 
e.g.,  large-scale  sugar  and  rubber  plantations,  as  is  levied  on  corporations  engaged 
in  manufacturing  or  mineral  extraction;  here  a  considerable  part  of  the  corporation 
tax  experience  of  advanced  countries  may  be  directly  transferable  to  the  less 
advanced  countries. 

In  connection  with  institutional  barriers  to  the  application  of  modern  fiscal 
policy,  it  should  not  be  forgotten  that  taxation  is  itself  an  instrument  of  social 
change.  It  does  not  need  to  wait  passively  until  restrictive  and  binding  social 
institutions  are  changed  but  can  itself  help  hasten  the  change.  For  example,  a  tax 
reform  which  changes  the  relationship  between  landlords  and  tenants  can  be  the 
beginning  of  an  overall  land  reform.  Effective  progressive  taxes  also  can  have 
significant  distributive  effects  which  will  influence  not  only  financial  relationships 
but  the  social  structure  as  such. 

Some  will  argue  that  no  matter  how  clearly  the  fiscal  course  toward  eco- 
nomic development  and  stability  may  be  charted,  those  in  control  of  the  govern- 
ments in  underdeveloped  countries  will  not  follow  this  course  if  it  conflicts  with 
their  own  interests.  But  in  answer  to  this  pessimistic  appraisal,  one  may  cite  the 
concrete  evidence  of  widespread  willingness  to  entertain  new  ideas  and  advice  as 
exemplified  in  the  technical  assistance  programs.  One  may  also  surmise  that  the 
pressure  generated  by  growing  aspirations  of  the  peoples  of  the  less  advanced 
areas  of  the  world  and  the  growing  realization  on  the  part  of  the  governing  groups 
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that  their  enlightened  self-interest  for  the  longer  run  lies  in  the  direction  of 
economic  development,  have  engendered  a  new  receptivity  to  fiscal  improve- 
ments and  change.  It  may  be  concluded,,  then,  that  though  the  barriers  are  high, 
the  portents  are  hopeful. 
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2.  TAXATION  AND  ECONOMIC  DEVELOPMENT  IN  ASIAN  COUNTRIES 

By  the  Fiscal  Division,  Department  of 
Economic  Affairs,  United  Nations* 


It  has  been  observed  that  in  some  countries  of  Asia  and  the  Far  East, 
where  population  is  increasing  by  about  1  1/2  per  cent  or  more  per  annum,  the 
current  rate  of  annual  net  investment  of  about  5  per  cent  or  less  of  national 
product  is  not  enough  to  raise  the  per  capita  product,  unless  such  countries  are 
favoured  by  abnormal  changes  in  the  terms  of  trade.  1/  A  significantly  higher 
volume  of  investment  is  necessary  to  obtain  even  a  modest  rate  of  increase  of 
1  1/2  or  2  per  cent  per  annum  in  national  product  per  capita. 

This  paper  reviews  the  present  revenue  structure  of  some  of  these  under- 
developed countries  of  Asia  and  the  Far  East  with  reference  to  the  problems  of 
financing  an  increased  rate  to  investment. 

I.   Introduction 

A.    Availability  of  Domestic  Savings 

A  primary,  though  not  the  only,  cause  of  the  current  inadequate  investment 
in  these  less  developed  countries  is  the  low  level  of  domestic  savings. 

Personal  savings  can  be  estimated  to  work  out  at  around  1  per  cent  of  the 
gross  national  product  or  even  less.  This  is  not  surprising  in  view  of  the  fact 
that  personal  savings  in  the  advanced  countries  like  the  United  States  and  Canada 
with  very  high  per  capita  incomes  range  from  4  to  6  per  cent  of  their  gross 
national  product. 

A  second  source  of  savings,  namely,  business  savings,  composed  of  funds 
retained  or  used  by  enterprises  for  depreciation  and  investment  and  their 
undistributed  profits,  is  also  small,  though  reliable  estimates  are  not  available. 
A  peculiar  characteristic  of  these  countries  is  the  predominance  of  agriculture 
organized  on  small-scale  farming.   Industrial  and  service  establishments  are  also 

*    Reprinted  from  the  Economic  Bulletin  for  Asia  and  the  Far  East,  Vol.  IV,  No.  3, 

November  1953,  pp.  1  -  15. 
1/    "Some    financial    aspects    of    development    programmes   in   Asian  countries**, 

United  Nations,  Economic  Bulletin  for  Asia  and  the  Far  East,  Vol.  Ill,  Nos.  1-2, 

November  1952,     p.    2. 
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organized  on  a  small-scale  basis.  These  small  enterprises  are  owned  by  private 
individuals  and  their  cash  savings  over  and  above  their  expenditure  on  mainten- 
ance of  their  meagre  equipment  are  indistinguishable  from  personal  savings  as 
considered  above.  In  India,  the  smallness  of  the  large-enterprise  private  sector  is 
indicated  by  the  fact  that  in  this  sector  the  net  value  added  was  only  8  per  cent  of 
gross  national  product  in  1948.  Half  of  this  was  the  wage  bill  and  the  saving  may 
be  estimated  at  less  than  2  per  cent  of  gross  national  products. 

The  third  important  source  is  government  savings  which  may  be  defined  as 
the  excess  of  revenues  of  public  authorities  over  expenditure  other  than  on 
investment.  In  view  of  the  significant  role  that  the  governments  of  the  countries 
in  the  region  are  playing  in  their  economic  development,  government  saving  may 
be  expected  to  constitute  an  important  proportion  of  the  national  product.  Un- 
fortunately, the  governments  have  found  it  necessary  to  shoulder  a  very  large 
burden  of  defense  and  administration,  which  reduces  their  savings  available  for 
domestic  capital  formation.  Thus,  for  India,  for  the  year  1948/49,  only  Rs  490 
million,  or  about  0.6  per  cent  of  gross  national  product,  were  available  as  a 
surplus  of  government  revenue  over  current  expenditure,  the  latter  excluding  the 
maintenance  provision  of  significant  government  enterprises  such  as  railways, 
post  and  telegraph  and  irrigation  systems.  Total  revenue  was  around  7  1/2  per 
cent  of  gross  national  product  of  which  about  7  per  cent  was  taken  up  by  current 
expenditure.  A  gross  capital  formation  of  about  2  1/2  per  cent,  but  for  the  above 
saving  of  0.6  per  cent,  was  met  by  borrowing.  The  volume  of  government  saving 
for  other  countries  is  also  none  too  encouraging.  For  the  years  around  1948/49, 
the  Government  of  Burma  saved  4  per  cent  of  its  probably  underestimated  national 
income,  those  of  Ceylon  and  the  Philippines  saved  less  than  2  per  cent;  and 
Malaya  barely  balanced  its  budget  on  current  account.  Indonesia  and  the  states 
of  Indochina  did  not  meet  even  their  current  expenditure  from  revenues. 

It  is  obvious  from  the  above  account  that  the  present  rate  of  aggregate 
saving  has  to  be  increased  considerably  if  the  economy  is  to  undertake  investment 
at  a  rate  sufficient  to  employ  the  increasing  population  and  secure  a  modest  rise 
in  per  capita  income,  without  inflation. 

B.   Private  Foreign  Investment  and  International  Loans  and  Grants 

One  possible  method  of  non-inflationary  financing  is  foreign  private  in- 
vestment and  international  loans  and  grants. 

Since  the  first  world  war,  the  net  export  to  Asia  of  long-term  capital  from 
the  advanced  countries  declined,  because  of  the  change  in  the  economic  position 
of  the  United  Kingdom,  France  and  Netherlands  which  were  the  most  important 
capital-exporting  countries  of  the  pre- 1914  period.  These  countries,  as  a  result 
of  the  two  world  wars,  have  not  been  able  to  restore  their  balance  of  payments  to 
a  position  making  possible  a  net  export  of  capital.  Nearly  all  the  current  savings 
are  geared  to  investment. 

The  United  States  alone  has  emerged  as  the  principal  source  of  exports  of 
private  capital.  However  its  investments  in  Asia  are  not  large.  From  1947  to  1950, 
the  net  outflow  of  private  capital  from  the  United  States  averaged  1,200  million  a 
year.  Of  this  amount,  Asiancountries  obtained  less  than  $250  million.  Four  fifths  of 
the  latter  was  in  petroleum  only. 
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More  important  than  private  investment  in  the  international  flow  of  funds  in 
the  post-war  period  have  been  inter -governmental  programmes  of  loans  and  aid. 
The  main  sources  have  been  the  United  States  programmes  of  direct  loans  (to  India) 
and  loans  through  the  Export-Import  Bank  (to  Indonesia)  and  the  Reconstruction 
Finance  Corporation  (to  the  Philippines)  and  of  the  Mutual  Security  Agency  aid  (to 
Pakistan,  India,  Burma,  Thailand,  the  states  of  Indochina  and  China(Taiwan)  ). 
A  large  part  of  the  latter  is  military  aid.  A  second  major  source  has  been  the 
post-war  releases  of  sterling  by  the  United  Kingdom,  which  are  a  major  feature  in 
the  Colombo  Plan  of  mutual  programmes  of  help  by  the  Commonwealth  countries 
for  the  economic  development  of  countries  of  South-East  Asia.  The  sterling 
balances  of  the  region  are  likely  to  be  exhausted  in  a  short  period  in  the  future; 
and  unless  the  British  investment  market  picks  up,  the  scale  of  assistance  from 
this  source  will  be  drastically  reduced.  Finally,  the  International  Bank  for 
Reconstruction  and  Development  has  so  far  disbursed  about  $70  million  to  India, 
Pakistan,  and  Thailand.  The  Bank's  lending  activities  are  restricted  by  the 
limitations  imposed  on  it  to  finance  only  those  projects  which  would  directly  be 
able  to  earn  profits  sufficient  to  repay  the  loan  within  a  reasonable  period  and  pay 
an   approximate   rate  of  interest  and  commission  of  a  little  less  than  5  per  cent. 

Apart  from  the  sterling  releases  and  the  aid  from  the  Soviet  Union  to  main- 
land China,  the  approximate  magnitude  of  inter-governmental  and  international 
economic  aid  would  hardly  average  $200  million  a  year. 2/  Foreign  capital  of  such 
magnitude  --i.e.  of  less  than  1  per  cent  of  the  approximate  total  regional  income 
of  the  underdeveloped  countries  of  Asia  and  the  Far  East,  excluding  mainland 
China3/--can  hardly  be  counted  upon  as  a  significant  source  of  finance  for  eco- 
nomic development.  Short  of  a  drastic  increase  in  the  scale  of  such  international 
investment,  loans  and  aid,  these  countries  of  Asia  will  have  to  look  first  to  "raising 
themselves  by  their  own  bootstraps". 

C.   Increased  Domestic  Savings 

The  question  then  arises  what  prospects  there  are  of  increasing  domestic 
savings. 

Personal  and  small  business  savings  may  be  increased  by  improving  insti- 
tutional facilities  such  as  postal  savings,  credit  unions,  insurance  companies, 
cooperative  societies.  While  it  would  be  worth  while  to  exert  efforts,  not  more  than 
2  to  3  per  cent  of  national  product  may  be  saved  in  this  direction.  The  bulk  of  the 
savings  has  to  be  obtained  from  the  large-scale  business  sector  and  the  govern- 
ment. 

Besides  its  smallness,  the  main  drawback  of  the  large-scale  business  sector 
in  Asian  countries  is  the  competition  it  sets  up  with  the  government  for  the  control 
of  productive    resources  which   it  redirects   towards  projects  of  lesser  priority. 


2/  The  Soviet  Union  granted  a  loan  of  $300  million  to  the  People's  Republic  of 
China  for  the  purchase  of  various  kinds  of  machinery  and  industrial  equipment 
according  to  an  agreement  signed  on  14  February,  1950. 

3/    Economic  Bulletin  for  Asia  and  the  Far  East,  op.  cit.,  p.  3. 
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Private  business  savings  are  not  frequently  lent  to  the  government,  nor  are  they 
invested  in  agriculture,  irrigation,  transport,  electricity  and  powerfields  which 
secure  large  external  economics  but  smaller  private  gains.  In  India,  for  instance, 
all  these  fields  are  to  be  developed  by  government  finance  in  the  Five-Year  Plan. 
The  private  enterprise  sectors  generally  "plough  back"  their  profits  in  the  ex- 
pansion of  existing  industries;  only  a  very  small  proportion  is  available  for  setting 
up  new  industries.  While  in  the  present  underdeveloped  stage  both  types  of  invest- 
ment have  their  place,  the  governments  are  often  forced  to  divert  investment  into 
plans  of  basic  development  by  shutting  off  other  channels  of  private  investment  by 
direct  controls,  or  indirectly  by  taxation. 

One  way  of  channelling  savings  into  the  government  sector  would  be  direct 
procurement  of  resources,  such  as  food,  clothing,  etc.  for  payment  to  development 
workers.  Alternatively,  unpaid  labour  might  be  obtained.  Given  an  authoritarian 
economy  willing  to  use  force,  the  limits  of  such  forcible  reduction  of  consumption 
are  fairly  wide.  The  private  sector- -peasants,  workers,  etc. --have  to  supply  their 
labour  or  to  part  with  their  products  in  kind.  The  industrial  sector  is  nationalized 
and  the  governments  obtain  sizable  revenues  from  the  disparity  between  the  value 
of  the  product  and  wage  bill.  A  process  of  this  kind  is  in  operation  in  mainland 
China. 

Such  an  authoritarian  programme  is  not  in  conformity  with  the  political 
climate  in  other  countries  of  Asia  and  the  Far  East.  Also,  the  prospects  for 
voluntary  supply  of  unpaid  labour  or  products  in  kind  are  limited.  The  fiscal 
systems  of  these  countries  have  to  operate  through  the  money  mechanism,  and 
while  there  may  be  a  difference  of  opinion  on  the  precise  boundaries  of  private 
and  public  enterprise,  the  fiscal  systems  have  to  take  for  granted  that  private 
enterprise  would  function  over  large  areas  of  economic  activity. 

A  fiscal  system  operating  with  money  mechanism  can  obtain  resources  to 
a  significant  extent  only  from  the  monetary  sector  of  the  private  economy.  It  can 
do  so  by  taxation.  Taxation,  from  the  taxpayer's  standpoint,  is  a  compulsory 
transfer  of  financial  resources  to  the  government.  There  is  also  compulsory 
lending  which  was  practised  during  the  war  in  the  United  Kingdom  and  since 
recently,  is  practised  on  civil  servants  in  India.  In  the  short  run,  compulsory 
lending  is  akin  to  taxation;  it  is,  however,  less  keenly  felt  since  the  State  usually 
pays  interest  and  undertakes  to  repay  the  loan  at  a  later  date  under  specified 
conditions.  If  the  government  fails  to  obtain  funds  by  taxation  it  may  borrow. 
If  the  borrowing  is  subscribed  by  the  public  it  is  a  voluntary  transfer  of  resources 
to  the  government.  Such  a  voluntary  transfer  is  non-inflationary  only  to  the 
extent  that  it  leads  to  a  reduction  in  private  consumption  and  investment.  Small 
savings  lent  to  the  government  largely  represent  such  a  transfer.  On  the  other 
hand,  subscription  to  government  loans  may  represent  only  a  transfer  of  idle  sav- 
ings by  the  public,  credit  expansion  by  the  commercial  banks  or  an  expansion  of  the 
currency  issue  by  the  central  banks.  If  the  government  maintains  large  cash  re- 
serves, it  may  draw  on  these.  Finally,  if  the  treasury  is  responsible  for  the  issue 
of  currency  the  government  may  directly  finance  its  investment  by  increased 
currency  issue.  These  methods  of  financing  deficits  may  lead  to  inflation.  Inflation 
is  akin  to  taxation  and  compulsory  lending,  insofar  as  it  is  "forced  saving". 
Taxation  and  compulsory  lending,  however,  permit  the  "burdens"  to  be  fairly  and 
equitably  distributed;  inflation  leads  to  indiscriminate  shifts  in  income  and  a 
distortion  of  investment,  and  if  unchecked,  might  wreck  the  development  altogether. 
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The  scope  for  voluntary  transfer  of  private  resources  to  the  government 
is  limited  in  the  countries  of  the  region.  The  transfer  of  small  savings  is  effected 
most  successfully  in  India.  But  such  savings  accounted  only  for  less  than  1/2 
per  cent  of  national  income.  As  for  large  amounts  of  personal  or  business  savings, 
the  relatively  low  levels  of  interest  on  bonds  do  not  provide  an  attraction  prefer- 
able to  alternative  profit  opportunities.  Successive  Indian  finance  ministers  have 
commented  in  their  budget  speeches  on  the  failure  in  obtaining  subscription  to 
government  loans.  For  lack  of  an  organized  bond  market,  most  of  the  securities 
are  subscribed  by  the  commercial  and  central  banks  and  do  not  represent  a 
transfer  of  genuine  private  savings. 

Thus,  not  only  the  volume  of  private  savings  is  small,  but  very  little  of  it 
is  available  to  the  government  for  economic  development.  A  large  part  of  the 
remaining  private  savings  is  used  for  providing  consumer  capital.  This  is  the 
case  with  the  savings  of  money  lenders,  insurance  companies,  etc.  Even  the 
loans  made  by  agricultural  co-operative  credit  societies  are  diverted  by  consumer 
uses  for  lack  of  proper  supervision.  A  part  of  business  savings  is  also  used  for 
speculative  investments  in  inventories  and  real  estate. 

Taxation,  therefore,  remains  as  the  only  effective  financial  instrument  for 
reducing  private  consumption  and  investment  and  transferring  resources  to  the 
government  for  economic  development.  While  the  governments  may  make  the 
maximum  effort  they  can  to  secure  additional  revenues  by  taxation  and  com- 
pulsory borrowing,  the  magnitude  of  non-inflationary  financial  resources  that 
they  can  devote  to  economic  development  would  depend  on  the  amounts  that  they 
are  able  to  save  from  being  spent  on  current  expenditure  of  a  non-development 
character.  This  involves  an  implementation  of  the  most  rigorous  measures  of 
economy  of  such  expenditures. 

II.  The  Pattern  of  the  Revenue  Systems  of  Underdeveloped  Asian  Economies 

A.   Magnitude  of  Government  Revenues 

The  proportion  of  national  income  obtained  as  government  revenue  shows 
a  considerable  disparity  between  the  different  countries  of  the  region.  While  all 
the  countries  may  be  regarded  as  relatively  underdeveloped  and  poor,  the 
proportion  of  total  national  revenue4/  to  national  income  is  above  14  per  cent  in 
Burma  and  Ceylon;  while  in  India,  Thailand,  Malaya  and  the  Philippines,  it  ranges 
around  only  7  per  cent  of  national  income.  While  each  country  has  its  specific 
problems,  the  disparity  remains  even  under  similar  conditions;  there  are  con- 
siderable disparities  between  Burma  and  Thailand  in  the  revenues  raised  despite 
their  similarity  in  the  predominance  of  rice  exports;  or  between  Ceylon  and 
Mayala  which  face  similar  export  conditions.  India,  despite  its  relative  develop- 
ment, is  on  the  low  side  in  the  revenue  it  obtains. 


4/   Subsidies   are  considered  to  be  negative  indirect  taxes  and  are  deducted  from 
revenue;  they  are  excluded  from  expenditure. 
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While  the  difference  is  considerable  so  far  as  revenues  are  concerned,  all 
these  countries  are  in  the  same  position  in  having  low  or  negative  savings  in  the 
government  sector.  India  and  the  Philippines  use  up  about  90  per  cent  of  their 
revenues  in  current  expenditure;  the  proportion  is  approximately  the  same  for 
Ceylon  with  more  than  twice  the  proportion  of  national  income  raised  in  revenue. 
And  Ceylon  has  no  more  drastic  commitments  on  defence  than  either  India  or  the 
Philippines. 

B.  Indirect  Versus  Direct  Taxes 

A  comparatively  heavy  dependence  on  taxes  on  commodities- -the  so-called 
"indirect"  taxes- -is  one  of  the  most  characteristic  features  of  the  tax  structure 
of  the  underdeveloped  countries  of  South-East  Asia.  This  is  in  marked  contrast 
with  advanced  countries  where  taxes  on  income  and  wealth  form  a  large  part  of 
the  revenues  of  the  government.  For  instance,  in  the  United  States,  such  "direct" 
taxation  accounts  for  approximately  70  per  cent  of  total  federal,  state  and  local 
tax  revenues.  Japan,  the  most  economically  developed  country  in  Asia,  obtains 
about  50  per  cent  from  income  taxation.  Even  if  we  consider  land  taxes  as  falling 
on  agricultural  incomes,  the  proportion  of  "direct"  taxes  to  the  total  constitutes 
about  one-third  for  India,  one-fourth  for  Pakistan  and  approximately  or  less  than 
one-fifth  for  other  countries. 

C.  Pattern  of  Indirect  Taxes 

Customs  duties  have  been  the  traditional  source  of  revenue  for  most  of  the 
countries  of  the  region.  Of  these,  the  more  important  are  import  duties.  The 
export  duties  outstripped  the  import  duties  only  recently  in  Malaya  and  Ceylon 
following  the  post-Korean  war  boom  in  raw  materials.  The  boom  has  subsided 
and  import  duties  are  again  taking  their  lead  in  indirect  taxes. 

While  revenues  have  been  growing,  the  yield  from  customs  duties  has  been 
rather  steady.  This  has  been  the  product  of  two  opposing  factors.  In  a  search  for 
revenues,  higher  rates  of  duty  have  been  imposed  on  all  imports  except  those  of 
bare  necessities  and  machinery  for  increased  production.  On  the  other  hand, 
balance  of  payments  difficulties  have  led  to  restriction  of  the  volume  of  all  imports 
other  than  duty  free  or  low  duty  imports. 

The  revenue  from  export  duties  is  a  product  of  the  demand  for  the  region's 
exports.  The  large  fluctuations  in  the  demand  for  and  the  prices  of  the  region's 
exports  are  more  sharply  reflected  in  the  revenues  from  export  duties.  When 
demand  is  strong  and  prices  high,  the  rates  are  also  increased;  the  revenues 
increase  more  than  in  proportion  to  the  volume  and  value  of  exports.  The  reverse 
is  true  in  the  case  of  a  fall  in  demand;  the  revenues  suffer  a  more  than  proportion- 
ate decline. 

The  fluctuations  in  the  demand  for  the  region's  exports  and  its  terms  of 
trade  affect  also  the  revenue  from  imports  through  their  effect  on  balances  of 
trade  and  payments.  When  revenues  from  export  duties  are  high,  those  from  import 
duties  are  also  high.  When  the  demand  for  exports  falls,  import  restrictions  are 
tightened,  and  there  is  a  fall  in  the  revenue  from  import  duties.   A  favourable  turn 
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in  the  terms  of  trade,  therefore,  makes  it  possible  to  secure  larger  imports  and 
it  secures  for  the  government  larger  revenues. 

In  the  two  "food-surplus"  countries  of  the  region,  namely,  Burma  and 
Thailand,  the  governments  are  reducing  domestic  private  demand  by  securing 
revenues  for  the  government  from  the  profits  of  monopoly  exports  of  rice;  the 
prices  paid  to  domestic  producers  are  very  much  below  the  international  prices 
at  which  rice  is  exported.  In  Burma,  the  profits  of  the  State  Agricultural  Marketing 
Board  are  the  most  important  single  source  of  revenue  and  account  for  approxi- 
mately 40  per  cent  of  tax  revenue.  Similarly  the  Rice  Bureau  in  Thailand  contrib- 
utes more  than  10  per  cent  of  the  tax  revenue.  In  the  "food -de  fie  it'1  countries, 
India  and  Ceylon,  on  the  other  hand,  imports  of  food  have  been  subsidized  to  prevent 
the  cost  of  living  from  rising.  In  Ceylon  such  subsidies  reduced  the  tax  revenue 
by  18  per  cent. 

Apart  from  the  taxation  of  foreign  trade- -and  of  foreign  exchange  in  the 
Philippines,  where  import  duties  are  relatively  unimportant- -taxation  of  com- 
modities has  generally  'taken  the  form  of  high  excise  taxes  (or  import  duties  for 
non-domestic  products)  levied  on  liquor  and  tobacco.  Thailand,  like  Japan, 
obtains  profits  from  its  monopoly  of  imports  of  tobacco. 

In  recent  years  sales  taxes  have  been  imposed  in  a  number  of  countries  to 
obtain  more  revenues.  The  tax  machinery  has  varied  from  country  to  country. 
In  Bombay,  Delhi  and  some  other  States  of  India,  sales  taxes  are  levied  at  the 
retail  sale  stage;  in  Pakistan,  they  are  levied  at  the  production  or  import  stage; 
Burma,  Indonesia,  and  Japan  levy  taxes  at  every  stage  of  turnover.  The  adminis- 
tration of  the  tax  is  largely  confined  to  urban  areas;  the  rates  are  generally 
moderate;  and  exemptions  and  inadequate  enforcement  are  the  additional  factors 
making  for  low  revenue  yields. 

D.   The  Pattern  of  Direct  Taxes 


Taxes  on  personal  income  constitute  the  most  important  of  the  direct  taxes 
in  the  countries  of  Asia.  In  Japan,  approximately  90  per  cent  of  the  total  direct 
tax  revenue  is  accounted  for  by  taxes  on  personal  income,  including  in  personal 
income  the  profits  of  unincorporated  business  concerns.  In  India,  the  taxes  on 
incomes  of  persons,  joint  families,  and  unincorporated  businesses  constitute  about 
two  thirds  of  the  total  income  tax  revenue.  The  land  taxes,  collected  by  local 
governments,  also  bear  largely  on  personal  incomes  in  the  peculiar  conditions  of 
agricultural  production  in  Asia.  While  these  proportions  largely  reflect  the  great 
role  played  in  the  economic  life  by  one-man  or  one-family  businesses,  they  also 
reflect  the  extraordinarily  small  part  played  by  taxes  based  on  property.  In 
Japan,  property  taxes  yield  only  about  4  per  cent  of  the  total  tax  revenues.  In 
India,  the  property  taxes  levied  by  the  municipal  and  State  governments  account 
for  less  than  2  per  cent.   There  are  no  inheritance  or  gift  taxes. 

The  income  from  property  is  subject  to  the  same  scale  of  rates  as  other 
incomes  in  Japan,  India  and  Pakistan,  as  it  is  in  the  United  Kingdom  and  the 
United  States  but  not  as  it  was  in  France  and  as  it  still  is  in  Italy.  Nevertheless 
it    is   taxed  more   heavily   than  the   income   from  wages  and  salaries  to  the  extent 
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that  the  latter  are  granted  earned  income  credit.  Such  credit  comes  to  one-fifth 
of  the  total  of  earned  incomes  in  India,  Ceylon  and  Pakistan.  This  to  some  extent 
offsets  the  failure  to  tax  capital  values;  but  such  offsetting  is  uneven. 

Because  of  the  operation  of  the  land  tax,  agricultural  income  derived  from 
land  was  exempt  from  further  income  taxation  in  India,  Burma  and  Pakistan. 
The  term  "agricultural  income"  was  interpreted  widely  to  include  profits,  rent 
or  revenues  derived  from  land  used  for  agricultural  purposes.  Even  in  the  case 
of  plantations,  only  a  fraction  of  the  income  (40  per  cent  for  tea)  was  chargeable 
to  income  tax.  Recently,  however,  some  of  the  States  in  India  have  introduced 
taxes  on  agricultural  income. 

III.  Fiscal  Policy  for  Economic  Development 

A.  Objective  of  a  Revenue  Policy  for  Economic  Development 

A  revenue  policy  appropriate  to  economic  development  requires  more 
revenues  than  what  are  currently  being  raised,  if  the  present  levels  of  the  current 
expenditures  of  the  government  are  to  continue.  The  very  low  standard  of  living 
makes  the  process  of  compulsorily  reducing  consumption  an  extremely  difficult 
job.  It  is  made  more  delicate  by  two  additional  requirements.  Firstly,  the  revenue 
structure  must  provide  incentives  towards  increasing  the  productive  efficiency 
of  the  community.  Secondly,  it  is  an  equally  important  task  of  the  fiscal  policy  to 
secure  a  fair  and  equitable  distribution  of  the  burdens  imposed  by  a  policy  of 
austerity  in  an  economy  where  a  majority  of  the  people  verge  on  the  subsistence 
level. 

Fiscal  policy  alone,  however,  is  too  blunt  an  instrument  to  prevent  inflation 
or  counteract  the  evil  consequences  it  leads  to;  it  will  have  to  be  supplemented 
by  an  effective  programme  of  direct  controls.  A  correct  fiscal  policy  would 
minimize,  but  not  completely  replace,  the  need  for  direct  controls. 

B.  Customs  Duties 


The  revenues  from  customs  duties  are  strictly  dependent  on  the  export 
conditions.  The  exports  of  the  region  are  extremely  vulnerable  to  fluctuations; 
the  consequent  unstable  exchange  earnings  lead  to  fluctuations  in  import  revenues 
as  well.  With  a  policy  for  economic  development  the  high  tax  yielding  imports  of 
amenities  and  luxuries  might  be  curtailed  drastically;  the  remaining  imports  of 
necessities  and  capital  equipment  would  normally  be  lightly  taxed.  Export  duties 
will  yield  revenues  only  under  abnormally  favourable  conditions  like  those  which 
developed  in  the  period  following  the  outbreak  of  the  war  in  Korea;  on  the  assump- 
tions of  a  stable  and  durable  peace,  exports  will  fluctuate  with  demand  conditions 
elsewhere  and  export  duties  cannot  be  counted  upon  to  provide  significant  and 
steady  revenues.  The  only  exceptions  are  the  rice  exporting  countries,  namely, 
Burma  and  Thailand,  since  the  demand  for  rice  continues  to  be  steady  and  strong 
in  response  to  the  rising  population  in  the  food  deficit  countries  of  the  region.  In 
view  of  these  difficulties  one  may  question  whether  the  major  reliance  placed 
so  far  on  customs  duties  can  continue.  Apart  from  the  point  of  view  of  revenue 
yield,  export  duties,  particularly  on  agricultural  products,  are  indiscriminate  in 
their    impact  on  the   small  versus   the   large,   the  efficient  versus  the  inefficient, 
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whether  these  be  holdings  or  plantations.  The  taxes  cannot  be  related  to  the 
capacity  of  the  individual  business  to  pay  the  tax,  and  thus  are  of  low  merit  as 
regards  incentive  and  equity. 

C.   Excise  and  Sales  Taxes 

The  most  popular  of  the  excise  taxes  are  the  specific  taxes  on  liquor  and 
tobacco.  This  traditional  source  of  revenue  is  being  progressively  and  increasingly 
tapped  by  the  governments  of  the  region  as  can  be  seen  from  the  increasing  sur- 
charges levied  on  these  items  which  are  traditionally  considered  to  be  "luxuries". 
Various  family  studies,  however,  indicate  that  the  taxes  bear  more  heavily  on  the 
poor.  The  most  regressive  excise  taxes,  however,  are  the  taxes  on  some  neces- 
sities like  sugar,  salt,  matches,  kerosene,  etc.,  levied  in  India,  Pakistan,  Ceylon, 
Malaya  and  the  Philippines. 

The  sales  taxes  are  the  more  generalized  form  of  excise  taxes.  Contrary 
to  the  indications  given  by  their  titles,  most  general  sales  taxes  are  not  general. 
Food  and  basic  necessities  are  exempt  from  the  tax;  the  rest  of  the  purchases  are 
taxed  at  different  rates  depending  on  whether  the  commodity  or  the  service 
purchased  is  a  conventional  necessity,  an  amenity  or  a  luxury.  The  relatively 
more  stringent  restrictions  on  the  demand  for  imports,  durable  consumer  goods 
or     luxuries    are    effectively    strengthened    by    prohibitive    rates    on  such  items. 

The  distinction  and  discrimination  between  necessities,  amenities  and 
luxuries  introduces  the  element  of  progressivity  in  indirect  taxation.  The  sales 
taxes,  while  not  regressive  apparently  in  the  lowest  brackets,  tend  to  make  the 
tax  structure  regressive  within  particular  income  brackets,  as  regards  these 
persons  whose  circumstances  compel  them  to  spend  high  percentages  of  their 
incomes.  Thus  large  families  are  likely  to  be  burdened  severely,  particularly 
since  they  have  less  tax-paying  ability  than  smaller  families  with  the  same  income. 
On  the  other  hand,  larger  families  spend  a  much  higher  proportion  of  their  incomes 
on  tax-exempt  necessities  and  low-rate  amenities;  in  these  circumstances  they 
would  not  be  paying  more  in  taxes  than  the  smaller  families. 

The  sales  taxes  are  aimed  at  directly  curtailing  spending.  They  are  expected 
to  do  so  in  two  ways--they  reduce  the  ability  to  spend  by  taking  money  away 
from  consumers,  and  they  lessen,  to  some  extent  at  least,  the  incentive  to  spend, 
since  tax  liability  can  be  reduced  by  saving  more  and  spending  less. 

The  reduction  of  the  ability  to  consume  in  real  terms  can  be  achieved 
either  through  an  extension  of  income  tax  or  through  the  sales  tax.  The  sales 
tax  has  this  advantage  over  income  tax  that  it  would  catch  persons  able  to  evade 
or  avoid  income  taxes  though  it  may  open  other  possibilities  of  evasion.  It  would 
also  catch  expenditures  out  of  accumulated  wealth  and  out  of  capital  gains  which 
are  not  effectively  covered  by  income  taxes.  It  would  directly  tax  consumption 
and  not  saving.  On  the  other  hand,  sales  taxes,  in  the  first  instance,  raise  prices 
and  the  cost-of-living.  This  in  turn  stimulates  a  demand  for  a  wage  rise  which, 
if  granted,  offsets  the  income  reducing  effect  of  the  sales  tax.  It  is  also  doubtful 
if  money  spending  is  reduced  as  a  result  of  the  sales  tax.  Thus  a  ten  per  cent 
sales  tax  would  not  reduce  total  money  spending  unless  it  succeeds  in  reducing 
the  purchases  by  at  least  nine  per  cent. 
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The  relative  popularity  of  the  sales  tax  as  an  anti- inflationary  measure  in 
advanced  countries  is  in  part  due  to  the  very  high  levels  of  income  taxation. 
After  a  certain  amount  of  stepping  up  of  the  income  tax,  it  was  felt  in  these 
countries  that  a  further  increasing  of  the  rates  of  income  tax  would  adversely 
affect  incentives,  and  encourage  wasteful  expenditures.  Instead  sales  taxes  were 
resorted  to. 

The  choice  as  to  the  stage  at  which  the  sales  tax  would  be  levied  has  been 
a  matter  of  administrative  convenience.  A  one-stage  tax  at  a  relatively  higher 
rate  is  to  be  preferred  to  taxation  at  several  stages  at  lower  rates.  This  has 
been  the  experience  of  Burma,  Pakistan  and  Indonesia  where  a  single  stage  sales 
tax  has  found  favour  in  preference  to  the  existing  or  abolished  turnover  taxes. 
The  practice  as  to  whether  the  tax  would  be  levied  at  the  manufacturers'  or  at 
the  retail  stage  has  varied.  In  Canada  and  the  United  Kingdom,  and  in  Pakistan, 
the  tax  is  a  single  stage  tax  levied  on  imports  at  the  import  stage  and  on  domestic 
products  for  internal  consumption  at  the  wholesale  stage.  In  the  United  States 
and  India  on  the  other  hand,  the  sales  taxes- -other  than  federal  excises--are 
mostly  levied  at  the  retail  stage.  The  advantages  claimed  for  retail  sales  taxes 
against  manufacturers'  or  wholesale  sales  taxes  are  that  the  latter  lead  to  the 
pyramiding  of  the  original  taxes  and  consequent  burdening  of  the  consumer  by 
amounts  greater  than  the  benefit  to  the  treasury.  Secondly,  retail  sales  taxes  are 
supposed  to  promote  consumer  awareness  of  tax  burden  and  hence  to  provide  an 
effective  instrument  for  curtailing  potential  consumption.  On  the  other  hand,  from 
the  administrative  point  of  view,  it  would  be  more  rational  to  levy  the  sales  taxes 
by  licensing  of  the  manufacturers,  importers  or  wholesale  distributors  as  has 
been  the  case  in  the  United  Kingdom  or  Pakistan.  Secondly,  a  retail  sales  tax 
would  be  confined  to  purchases  in  urban  areas  only;  while  a  manufacturers' 
sales  tax  may  reach  rural  consumption.  Even  in  the  United  States  and  India,  the 
reason  for  the  levy  of  sales  taxes  at  the  retail  stage  appears  to  be  the  legislative 
distribution  of  fiscal  powers  between  the  federal  and  state  and  local  authorities. 
A  manufacturers'  sales  tax  would  have  created  difficulties  for  interstate  commerce 
since  the  tax  systems  and  rates  levied  by  the  different  States  vary. 

D.   Taxation  of  Incomes 


We  may  now  examine  if  the  income  tax  is  capable  of  further  development. 
If  it  can  be  expanded  it  is  a  very  suitable  instrument  to  adopt  because,  in  addition 
to  securing  an  increased  revenue  yield,  it  is  possible  to  provide  within  the  tax 
structure  incentives  to  increase  productivity  and  to  make  allowance  for  the  tax- 
payer's   capacity    to    pay  based  on  the  income  level  and  family  responsibilities. 

1.   The  present  status  of  income  taxes 

The  income  tax  was  introduced  in  the  last  century  in  the  then  Indian 
Empire  and  exists,  therefore,  in  a  well -developed  form  in  what  are  currently 
Pakistan,  India,  Ceylon  and  Burma.  After  the  second  world  war,  it  was  intro- 
duced in  Malaya  and  British  Borneo  and  Hong  Kong.  In  the  Philippines,  the 
income  tax  law  was  first  applied  by  the  extension  of  the  Act  of  Congress  of  the 
United  States  of  3  October  1913. 
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In  India  (and  similarly  in  Pakistan  and  Burma),  income  tax  is  charged  on 
income  which  has  its  origins  in  the  national  territories  and  on  all  income  arising 
abroad  of  residents  (including  companies).  Agricultural  income  is  exempt  from 
the  scope  of  the  federal  income  tax  in  India  and  Pakistan  since  such  income  is 
reckoned  to  be  primarily  covered  by  land  taxes  levied  by  the  States.  The  tax  is 
graduated  in  the  case  of  individuals  by  means  of  allowances  and  a  two-tier  system 
of  income  and  super  taxes.  There  is  a  minimum  limit  below  which  incomes  are 
not  taxable.  Incomes  above  this  level  are  fully  taxable  except  that  the  first  slice 
of  income  is  tax  exempt.  There  is  no  tax  allowance  for  the  family  size.  The 
amounts  exempted  are  in  effect  deducted  from  the  total  income  in  arriving  at 
the  taxable  income.  The  initial  slices  of  taxable  income  are  charged  at  reduced 
rates  of  tax,  and  only  the  balance  is  subject  to  tax  at  the  standard  rate.  This 
standard  rate  of  income  tax  for  higher  incomes  is  superimposed  by  progressive 
rates  of  supertax.  Differentiation  between  earned  and  unearned  income  is  made 
by  means  of  the  earned  income  relief,  under  which  a  specified  fraction  of  the 
income  (subject  to  a  maximum)  is  deductible  in  arriving  at  the  taxable  income. 
Companies  are  liable  at  the  standard  rate  on  their  total  income  irrespective  of 
the  amount  of  that  income.  They  are  not  entitled  to  personal  allowances  or  the 
reduced  rate  relief.  The  profits  of  companies,  in  addition  to  paying  income  tax 
at  a  flat  rate,  are  also  subject  to  corporation  tax  at  a  flat  rate.  Insofar  as  the 
company  incomes  are  distributed  to  persons,  the  latter  are  given  tax  credit  at 
the  standard  rate  of  income  tax  (but  not  the  corporation  tax)  on  their  tax  liabilities 
on  total  income  including  the  dividend  income. 

A  peculiar  characteristic  of  the  income  tax  systems  of  India,  Pakistan  and 
Ceylon  is  the  application  of  the  tax  to  the  Hindu  undivided  family,  a  unit  which  is 
of  primary  importance  in  the  Indian  business  organization.  The  Hindu  undivided 
family  in  India  is  treated  as  an  individual,  except  that  the  exemption  limits  are 
twice  that  of  an  individual.  Adult  males,  members  of  an  undivided  Hindu  family, 
in  excess  of  two,  are  taxed  as  single  persons. 

A  minor  difference  in  Ceylon,  Malaya  and  British  Borneo  and  the  Philip- 
pines is  that  the  system  of  taxation  is  not  a  two-tier  system  of  income  and  super 
taxes.  The  income  tax  on  companies  is  at  a  flat  rate  and  on  persons  at  graduated 
rates  with  provision  for  personal  and  family  allowances.  Since  there  is  no  land 
tax,  income  tax  does  not  exempt  incomes  from  the  cultivation  of  land. 

The  Hong  Kong  tax  is  composed  of  four  schedular  taxes,  namely,  property 
tax,  salaries  and  annuities  tax,  profits  tax  and  interest  tax;  and  it  falls  short  of 
a  full  income  tax. 

2.   The  limitations  of  the  present  system 

(a)  Coverage.  One  of  the  most  serious  limitations  of  the  present  system  of 
income  taxes  is  its  extremely  low  coverage.  The  income  taxes  in  India  cover 
about  half  a  million  assessees.  Assuming  an  average  number  of  five  persons 
effectively  covered  per  assessee,  the  tax  is  effective  over  only  about  2.5  million 
people  out  of  a  total  population  of  over  360  million.  As  for  the  percentage  of 
incomes,  transfer  incomes  must  be  added  to  the  national  income  of  upwards  of 
Rs   90,000  million  in  1948/49.   Even  so  the  incomes  assessed  to  income  and  super 
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taxation  amounted  only  to  Rs  6,000  million,  or  only  around  5  per  cent  of  incomes 
received.  The  income  tax  demand  on  incomes  received  in  that  year  amounted  to 
around  Rs  1,100  million.  To  this  may  be  added  the  corporation  tax  of  about  Rs 
400  million.  The  total  receipts  under  income  taxation  would  be  very  much  less 
than  2  per  cent  of  national  income.  The  situation  in  other  countries  of  the  region 
in  the  field  of  income  taxation  shows  a  similar  stage  of  development  as  in  India. 
The  percentages  of  national  income  collected  in  taxation  of  incomes  in  Burma, 
Ceylon,  Malaya,  the  Philippines,  and  Thailand  were  respectively  1.3,  3,  1,  1.2 
and  0.6  per  cent  of  their  national  incomes. 

The  income  tax  in  the  Asian  underdeveloped  countries  is  not,  therefore, 
a  mass  tax  as  in  Japan,  or  in  other  advanced  countries,  where  it  takes  from  10 
to  15  per  cent  of  national  income.  In  Asian  countries,  it  effectively  covers  only 
a  fringe  at  the  top  of  the  social  pyramid.  The  mass  of  the  population  and  of  the 
national  income  remains  untouched. 

(b)  Personal  income  taxes:  tax  base.  One  reason  for  this  is  the  high 
minimum  tax  exemption  limits.  Ignoring  allowances  for  insurance  and  medical 
expenses,  a  person  in  India  has  to  earn  more  than  17  times  the  national  per 
capita  income  before  he  pays  any  tax  on  income.  Similar  exemption  limits  are 
around  nine  times  the  national  per  capita  income  in  Ceylon  for  a  single  person, 
and  15  times  for  a  married  man  with  three  dependent  children.  The  Philippine 
income  tax  exempts  six  times  the  national  per  capita  income  for  a  single  person 
and  around  15  times  for  a  married  man  with  three  children  (see  Table  l). 

The  fact  that  this  multiple  to  national  per  capita  incomes  is  high  in  under- 
developed countries  in  contrast  with  advanced  countries  (2.1  in  Japan  and  1.9  in 
the  United  States  for  a  married  man  with  three  children)  is  largely  explained 
by  the  extremely  low  level  of  the  national  average  per  capita  income.  However, 
if  economic  development  is  to  be  secured  through  domestic  financial  resources 
in  a  poor  country,  the  standard  of  minimum  taxable  capacity  might  have  to  be 
placed  at  a  lower  absolute  level.  If  this  is  to  be  done,  a  question  arises  whether 
this  would  not  bear  on  subsistence  levels  of  income.  It  is,  of  course,  very  difficult 
to  lay  down  any  absolute  standards  for  the  determination  of  subsistence  levels. 
If  subsistence  level  in  these  countries  may  be  defined  as  the  national  per  capita 
income  and  if  a  family  has  approximately  five  members,  persons  capable  of 
paying  the  income  tax  may  be  reckoned  as  those  at  an  income  level  above  five 
times  the  per  capita  income.  The  higher  the  level  of  per  capita  income  the  lower 
the  multiple  will  be  to  conform  to  an  absolute  standard  of  minimum  subsistence. 
Any  such  definition  of  subsistence  level  can  only  be  subjective.  In  any  case,  in 
most  countries  with  a  sharply  unequal  distribution  of  incomes,  a  majority  of 
people  are  below  the  national  average.  A  person  capable  of  paying  income  tax 
defined  as  above,  while  he  may  be  considered  poor  in  terms  of  relative  standards 
of  the  more  advanced  countries,  would  still  belong  to  the  minority  of  upper 
income  groups. 

Another  question  arises  if  such  a  person  is  not  already  being  taxed  through 
indirect  taxes.  Not  much  by  way  of  information  is  available  about  these  lower 
"middle-class"  expenditures;  it  would  be  interesting  to  find  out  how  much  of  the 
import,  excise  and  sales  taxes  is  paid  by  persons  at  income  levels  above  the 
national    average    but    below    the    taxable  minimum   levels.   Even  if  it  is  felt  that 
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Table    1.   Ratios    of    Earned    Income    to   National  Per  Capita  Income  up  to  Which 
No     Income     Tax    is    Payable    by    a    Married    Man  With  Wife  and  Three  Children 


Australia 

Canada 

France:   from  labour 

other  income 
Japan:      from  labour 

other  income 
United  Kingdom 
United  States 
Argentina:   from  labour 

commercial  income 
Egypt 
Mexico 
Burma 
Ceylon 
India 
Philippines 


1950 

2.2 

1950 

2.3 

1950 

2.6 

0.4 

1951 

2.0 

1.7 

1950 

2.1 

1950 

1.9 

1949 

7.3 

6.2 

1951 

3.6 

1950 

1.5 

1950 

21.4 

1952 

15.0 

1953 

16.8 

1950 

15.3 

indirect  taxes  do  not  take  an  adequate  proportion  of  these  incomes,  it  would  still 
be  worthwhile  to  consider  whether  the  extension  of  the  income  tax  is  a  more 
suitable  measure  than  an  increase  in  import  or  excise  taxes  on  commodities 
consumed  by  persons  with  incomes  above  the  national  average.  Income  tax  has 
the  attractive  features  of  discrimination  of  taxable  capacity;  on  the  other  hand,  it 
is  more  difficult  to  administer.  At  present  the  cost  of  collection  of  the  tax  in 
India  runs  at  around  1.25  per  cent  of  the  revenue  collected.  Expanding  the  tax 
base  would  mean  a  tremendous  increase  in  the  number  of  assessees,  each  subject 
to  relatively  small  amounts  of  revenue.  This  would  lead  to  a  significant  increase 
in  the  cost  of  collection.  Lack  of  literacy  and  records  is  another  handicap.  The 
question  then  arises  whether  this  could  be  overcome  if  the  tax  system  were  kept 
fairly  simple.  There  are  various  ways  of  doing  this.  The  taxes  of  industrial  and 
plantation  workers  may  be  collected  through  the  firms  employing  them.  A  presump- 
tive assessment  may  be  made  for  casual  labour  and  tax  deducted  from  wage 
payments.  For  self-employed  shopkeepers  a  schedular  system  might  be  devised 
whereby  taxes  may  be  assessed  as  a  fixed  percentage  of  gross  turnover,  unless 
the  person  produces  books  to  show  that  the  tax  would  be  lower  if  based  on  net 
income. 

It  is  possible,  however,  on  paper,  to  under-estim ate  the  practical  difficulties 
of  any  attempt  to  expand  the  scope  of  the  income  tax  in  Asia.  In  any  case  the 
transition  would  be  a  gradual  process.  If  the  tax  base  is  gradually  lowered,  and 
administrative  machinery  expanded  step  by  step  every  year,  experience  will 
indicate  the  optimum  limit.  However,  at  the  present  time,  with  the  existing  tax 
administration  the  trend  is  in  the  reverse  direction  in  India,  where  the  Finance 
Minister,  in  the  1953/54  budget,  proposed  a  raising  of  the  exemption  limit  for 
personal  income  tax5/  on  the  grounds  that  the  loss  of  revenue  would  be  more  than 
offset  by  the  improvement  of  collections  from  the  bigger  assessees. 

(c)  Personal  income  taxes:  rate  scales.  Not  only  does  income  tax  cover 
only  the  top  one  per  cent  of  individuals,  but  the  rates  at  which  personal  incomes 
are  taxed  are  extremely  low  over  a  wide  range  of  lower  and  middle  brackets  of 
the  relatively  high  incomes  subject  to  income  tax  (see  Table  2). 

Stated  another  way,  one  has  to  earn  Rs  20,000  in  India,  Rs  26,000  in  Ceylon 
and  P  20,000  in  the  Philippines  before  paying  10  per  cent  of  one's  income  in  taxes. 
Looked  at  from  any  point  of  view- -the  relative  status  of  the  person  at  these  levels 
of  income  or  the  relative  purchasing  power,  equivalent  to  more  than  $10,000  in 
the   United   States--,   the   exactions  from  such  high  incomes  are  extremely  small. 

The  question  therefore  arises  whether  the  rate  scales  on  personal  incomes 
can  be  increased. 6/  The  rate  scales,  of  course,  do  go  up  to  around  80  per  cent 
for  the  very  highest  of  incomes.  The  scope  for  an  increase  in  these  ranges  is 
limited.   But    the  fact  that  as   at  present  the   income  taxation  affects  only  the  top 

5/  From  Rs  3,600  to  Rs  4,200  for  individuals,  and  from  Rs  7,200  to  Rs  8,400  for 
Hindu  undivided  families. 

6/  A  missir  to  Ceylon  in  1951  organized  for  the  Government  of  Ceylon  by  the 
International  Bank  for  Reconstruction  and  Development,  in  exploring  the  financial 
resources  for  the  country's  development,  have  felt  it  worthwhile  to  recommend  an 
increase  in  income  tax  rates  and  a  reduction  of  the  exemption  limit. 
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Table   2.    Income   Taxes  as  Percentage  of  Earned  Income  at  Upper-Income  Levels 
for  a  Married  Man  with  Wife  and  Three  Children  in  1950— 


Income  as  multiple  of  national 
per  capita  income: 


10 


20 


50 


100 


Austral 

La 

25.4 

42.0 

57.0 

62.3 

Canada 

16.1 

27.6 

41.4 

50.9 

France: 

from  labour 

9.7 

17.5 

31.1 

44.5 

other  income 

23.6 

29.8 

40.4 

51.4 

Japan: 

from  labour 

26.7 

38.5 

48.3 

51.7 

other  income 

29.2 

39.8 

48.9 

52.0 

United  Kingdom 

27.5 

44.1 

64.9 

79.4 

United  States 

20.5 

35.1 

53.7 

66.8 

Argentina:  from  labour 

1.4 

5.1 

11.9 

16.4 

commercial  income 

2.4 

7.0 

14.9 

17.3 

Egypt: 

from  labour 

3.0 

3.9 

9.6 

13.3 

commercial  income 

16.0 

16.0 

18.2 

21.6 

Mexico: 

from  labour 

1.5 

2.3 

4.2 

7.7 

commercial  income 

4.1 

5.7 

9.2 

13.2 

Burma 





6.3 

10.7 

Ceylon 



0.3 

10.0 

18.0 

India 



2.3 

5.7 

11.6 

Philippines 

""" 

1.2 

9.1 

17.8 

a/   Except  Argentina  (1949)  and  Japan  and  Egypt  (195 1). 


level  of  incomes,  it  might  be  worthwhile  to  consider  a  sharp  increase  in  the 
present  low  rates  in  the  lower  brackets,  and  a  milder  increase  in  the  upper 
brackets.  This  decrease  in  apparent  progressivity  within  the  income  tax  structure, 
however,  will  increase  the  progressivity  of  the  tax  system  as  a  whole,  since  the 
ratio  of  revenue  from  income  taxes  to  revenue  from  some  of  the  regressive 
excise  taxes  would  be  higher  than  it  is  at  present.  The  next  question  is  whether 
such  an  increase  would  not  have  adverse  effects  on  productivity.  On  the  one  hand, 
it  has  been  true  that  the  business  community  in  all  countries  has  protested 
against  a  rise  in  income  taxes,  irrespective  of  the  existing  rate  scales.  Pro- 
gressively the  governments  have  increased  the  rates.  Once  the  rate  scales  have 
been  maintained  for  a  certain  length  of  time,  they  are  accepted  by  the  business 
community.  No  clear  evidence  is  available  whether  on  balance  there  has  been 
an  offsetting  decline  in  economic  productivity.  Even  the  severely  high  rates  of 
taxes  on  individual  (and  corporate)  incomes  in  advanced  countries  have  not  led 
to  a  large-scale  decline  in  investment  or  the  willingness  to  work.  Even  if  this 
is  feared,  it  is  possible  to  incorporate  within  the  tax  structure  reliefs  for  extra 
work  or  for  investment.  The  level  of  economic  activity  in  a  period  of  economic 
development  generally  creates  demand  conditions  favourable  to  business  activity; 
these  will  more  assuredly  keep  it  at  a  high  level  even  if  the  tax  rates  are  high. 
And  the  higher  the  tax  rates,  the  greater  will  be  the  importance  attached  by 
businessmen  to  the  possibility  of  reducing  tax  liability  by  playing  the  game.  On 
the  other  hand,  certain  difficulties  might  be  created  for  tax  administration. 
The  problem  of  administering  increased  rates  on  the  existing  tax  base  is  not  as 
serious  as  it  would  be  if  the  tax  base  were  expanded  to  catch  lower  incomes,  since 
this  does  not  involve  an  increase  in  the  number  of  assessments.  But  the  higher 
the  tax  rates,  the  greater  is  the  attraction  to  evade  or  avoid  taxes.  Evasion  and 
illegitimate  avoidance  of  tax  would  put  some  strain  on  the  tax  assessment  machinery; 
in  this  case,  the  question  may  be  asked  whether  it  is  not  more  desirable  to 
consider  an  improvement  of  tax  machinery  rather  than  a  continuation  of  low  rates. 

(d)  Personal  income  taxes:  capital  gains,  net  worth  taxes  and  Other  problems. 
The  present  income  tax  systems  in  Asia  are  only  superficially  progressive.  In 
practice,  there  are  many  ways  in  which  the  wealthy  tax-payers  may  legally  avoid 
the  tax  through  "loopholes"  and  also  through  relatively  ineffective --or  at  least 
uneven- -administration  of  the  law. 

One  of  the  legislative  loopholes  enables  some  persons  to  accumulate  large 
wealth  through  profits  on  sales  of  capital  assets,  the  value  of  which  tends  to 
become  particularly  inflated  in  periods  of  inflationary  pressure.  The  current 
concept  of  income  excludes  income  derived  from  the  sale  of  business  assets  and 
land.  Economically,  however,  there  is  no  significance  in  the  legislative  distinction 
between  income  from  property  (which  is  taxable)  and  profits  from  the  sale  of  this 
property.  Both  are  incomes  to  the  property  owner.  In  addition  to  gains  from 
sale  of  property,  irregular  incomes  and  those  from  the  sale  of  intangible  assets 
"not  in  the  nature  of  trade"  also  escape  taxation  in  most  Asian  countries.  Finally, 
the  upper  income  shareholders  in  closed  companies  retain  their  profits  as 
undistributed  profits  and  thus  avoid  paying  taxes  at  their  personal  rates.  The 
share  values  go  up  and  they  escape  the  tax  on  the  profits  from  the  sale  of  shares. 
Thus,  if  these  profits  were  distributed,  the  regular  income  from  shares  which 
would  have  been  taxed  under  income  tax  law  is  converted  into  irregular  income 
which  is  tax  free. 
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Taxable  income  may,  therefore,  be  defined  so  as  to  include  all  gains  and 
profits  which  during  the  taxable  period  are  realized  by  the  taxpayer.  In  case  of 
Japan,  the  Shoup  Mission  went  further  in  recommending  taxation  of  even  unrealized 
gains  by  means  of  a  net  worth  tax. 

The  idea  in  a  net  worth  tax  was  to  have  an  annual  low -rate  tax  on  the  net 
excess  of  the  value  of  assets  over  liabilities  of  well-to-do  individual.  In  effect 
this  was  to  be  a  property  tax  which  would  be  low  enough  so  that  it  could  be  paid 
out  of  current  income  on  top  of  the  income  tax  in  the  country.  The  advantage  of 
a  net  worth  tax  is  that  it  would  have  less  effect  on  incentives  than  would  an  income 
tax  achieving  the  same  degree  of  progression.  The  net  worth  tax  has  to  be  paid 
irrespective  of  income;  the  net  worth  tax  liability,  unlike  income  tax  liability, 
will  not  be  reduced  by  a  refusal  to  earn  incomes  by  exertion  and/or  investment. 
Secondly,  net  worth  tax  is  a  more  selective  instrument  for  preventing  the  growth 
of  undue  concentration  of  wealth.  It  is  the  ownership  of  wealth  rather  than  the 
receipt  of  incomes  which  secures  the  control  over  the  economy.  The  other 
advantages  of  net  worth  tax  are  that  it  secures  higher  taxation  of  the  sources  of 
unearned  income  than  of  those  ofearnedincome.it  gives  an  automatic  tax  discount 
to  uncertain  incomes,  and  it  taxes  those  who  merely  hoard  their  wealth  in  un- 
productive form  that  yields  no  income.  The  difficulty  of  net  worth  taxation  is, 
however,  an  administrative  one.  So  far,  effective  net  worth  taxation  is  operative 
only  in  advanced  countries  like  Scandinavian  countries  and  the  Netherlands-. 
Japan  has  pleaded  lack  of  an  administration  capable  of  introducing  net  worth 
taxation.  It  is  possible  that  such  a  measure  may  not  be  practicable  in  other 
countries  of  Asia  either.  In  any  case  it  would  require  considerable  simplification 
and  adaptation  to  conditions  in  underdeveloped  areas  before  it  could  effectively 
be  introduced  in  an  advanced  form  as  recommended  by  the  Shoup  Mission  for 
Japan. 

Capital  gains  taxation  also  has  not  been  popular  so  far.  India  introduced 
capital  gains  taxation  during  the  post-war  inflation;  it  has  since  withdrawn  it. 
It  has  now  incorporated  a  system  of  taxing  undistributed  profits  in  closely-held 
companies  at  supertax  rates,  in  order  to  eliminate  one  source  of  supertax  evasion. 
The  owners  of  such  companies  are  charged  supertax  on  the  difference  between 
the  amount  distributed  and  60  per  cent  of  assessable  profits,  unless  there  is 
satisfactory  evidence  to  show  why  a  larger  amount  should  not  have  been  distributed. 
Similarly,  if  the  reserves  exceed  the  paid-up  capital  and  loans,  the  whole  profits 
can  be  taxed  at  supertax  rates  as  if  they  had  been  distributed.  In  the  Philippines, 
closely  held  corporations  are  taxed  on  their  improper  accumulations  of  surplus 
at  25  per  cent  in  addition  to  their  corporate  tax  liabilities. 

(e)  Personal  income  taxes:  tax  incentives.  To  encourage  personal  savings  and 
investment  the  interest  received  from  postal  savings  banks  and  government 
securities  is  exempt  from  income  tax  in  Ceylon,  India,  and  Pakistan.  The  premia 
paid  to  life  insurance  companies,  provident  funds,  etc.  also  received  favourable 
treatment  in  India  and  Pakistan.  The  total  amount  on  which  tax  exemption  is  given 
is  limited  to  one- sixth  of  the  total  income  up  to  a  minimum  of  Rs  6,000. 
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Earned  income  benefits  are  also  given  in  India,  Burma,  Ceylon  and  Pakis- 
tan. India,  Ceylon  and  Pakistan  give  a  deduction  of  earned  income  equal  to  one- 
fifth  of  the  total  up  to  a  maximum  of  Rs  4,000.  Earned  income  is  defined  as  income 
from  salaries  or  wages,  business,  vocation  or  profession  carried  out  by  the  tax- 
payer, and  any  other  sources  derived  from  personal  exertion.  There  are  no  earned 
income  allowances  in  the  Philippines. 

Finally,  subject  to  a  maximum  of  1/10  of  the  total  income,  income  re- 
invested in  industrial  undertakings  is  exempt  from  income  taxation  in  Pakistan. 
Similar  exemptions  are  also  available  in  India. 

(f)  Company  taxes.  The  corporate  tax  lacks  the  progressivity  of  the  income 
tax;  it  has,  however,  the  advantages  of  somewhat  narrowing  the  loopholes  of  the 
income  tax  in  respect  of  undistributed  profits.  Secondly,  the  tax  directly  affects 
the  large-scale  productive  sector  of  the  economy;  and  provides  in  its  structure 
the  incorporation  of  incentives  to  save  and  invest. 

The  most  intricate  problems  of  the  administration  of  corporate  taxation 
are  encountered  in  the  determination  of  taxable  income.  Detailed  rules  are  laid 
down  for  expenses,  exemptions  and  deductions.  The  reasons  for  this  are  not  so 
much  of  equity  as  of  economic  consequences.  The  difficulties  mainly  concern  the 
treatment  of  inter-company  distribution  of  dividends,  and  the  problems  encountered 
through  fluctuations  in  prices,  in  depreciation  and  in  the  valuation  of  fixed  assets, 
and  carry-over  of  losses. 

To  stimulate  reinvestment,  India  and  Ceylon  give  higher  rates  of  depreciation 
on  new  plant  and  machinery.  Profits  of  new  industries  up  to  6  per  cent  of  their 
invested  capital  are  exempt  from  taxation  for  the  first  five  years.  Similarly, 
exemptions  for  the  first  four  years  are  available  to  "new  and  necessary"  industries 
in  the  Philippines.   Pakistan  also  gives  similar  tax  concessions  to  new  industries. 

The  treatment  of  the  distribution  of  dividends  poses  tricky  problems  for 
fiscal  policy  in  the  field  of  corporate  taxation.  On  the  one  hand,  as  an  anti- 
inflationary  measure,  it  would  be  desirable  not  to  encourage  distribution  of 
dividends.  On  the  other  hand,  there  is  the  problem  of  preventing  undue  accumula- 
tions of  undistributed  profits  to  avoid  taxation  at  higher  rates  of  personal  income 
tax.  To  overcome  this  difficulty,  it  may  be  useful  to  distinguish  between  closely 
held  and  loosely  held  companies.  The  way  in  which  India  and  the  Philippines 
tackle  the  undistributed  profits  of  closely  held  companies  has  been  reviewed  above. 
As  for  the  loosely  held  companies,  there  are  various  ways  to  promote  savings. 
Thus  tax  rebates  are  given  to  the  companies  for  profits  withheld  from  distribution, 
or  profits  reinvested  in  desirable  forms  of  investment,  or  tax  penalties  are  imposed 
on  distributed  dividends  as  in  Pakistan.  There  is,  however,  no  clear  evidence 
available  as  to  the  effectiveness  of  these  tax  measures  in  discouraging  or 
restraining  the  distribution  of  profits. 

An  undue  concentration  of  wealth  and  tax  avoidance  through  undistributed 
profits  are  not  necessarily  confined  to  closely  held  companies.  Similar  gains 
from  non-distribution  of  profits  are  made  by  large  stockholders  of  loosely  held 
companies  when  as  a  result  the  stock  values  go  up;  such  concentrations  might  be 
counteracted  by  capital  gains  taxation  at  the  time  of  sale  of  stocks  or  by  gift  taxes, 
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death  duties  or  inheritance  taxes  when  stocks  are  transferred  by  gift  or  at  death. 

The  present  practice  in  India,  Pakistan,  Burma  and  Ceylon  of  giving  tax 
credit  to  individuals  in  respect  of  their  dividends  for  the  taxes  paid  by  the  com- 
panies owes  its  origins  to  the  early  British  companies  which  in  an  economic  sense 
were  closely  knit  partnerships  with  limited  liabilities.  Under  such  conditions,  the 
same  persons  were  taxed  twice:  once  as  partners  in  a  company  and  then  again  as 
individuals  on  their  personal  share  of  the  profits  after  tax.  This  was  considered  to 
be  inequitable  and  injurious  to  incentives.  The  economic  realities  of  the  working  of 
a  modern  joint  stock  company  have  reduced  the  substance  of  the  old  arguments  of 
the  double  taxation  of  profits  and  dividends.  The  stockowner  is  no  longer  a  partner 
in  any  effective  sense  in  a  modern  corporation;  he  is  only  the  owner  of  "a  piece  of 
paper".  His  interest  is  primarily  in  the  income  from  and  capital  value  of  his  stock; 
he  is  only  indirectly  interested  and  effective  in  the  actual  management,  operation 
and  investment  decision  of  the  business.  There  is,  therefore,  small  justification  for 
giving  him  tax  credit  for  the  taxes  paid  by  the  company.  This  is  at  least  partly 
recognized  even  in  tax-credit  giving  countries  like  India  and  Pakistan,  where  the 
shareholder  gets  credit  towards  the  company's  payment  of  the  income  tax,  but  not 
towards  the  super  taxes  paid  by  the  company. 

The  rates  of  taxation  of  companies  on  their  taxable  income  vary.  Thus,  in 
India,  while  the  companies  initially  pay  tax  at  rates  varying  between  37  and  56  per 
cent  (standard  rate  of  income  tax  26.25  percent  and  supertaxes  varying  from  11  to 
29.7  per  cent  depending  on  whether  the  company  is  a  private  or  public  company  and 
whether  it  distributes  dividends  in  or  outside  India),  the  effective  rate  is  only  the 
supertax  rate  for  distributed  profits  as  a  result  of  the  tax  credit  at  the  standard 
rate  of  26.25  per  cent  to  share-holders  as  dividends  received.  Pakistan  charges 
31.25  per  cent  on  income  tax  and  in  addition  the  companies  pay  a  small  surcharge 
on  income  tax.  The  companies  also  pay  a  supertax  of  25  per  cent.  As  in  India, 
on  dividends  received,  shareholders  are  given  a  tax  credit  for  the  income  tax  paid 
by  the  companies,  but  not  for  the  supertax.  Ceylon  charges  resident  companies 
at  the  rate  of  30  per  cent,  and  a  full  rebate  of  tax  is  given  to  the  shareholders 
on  dividends  received.  In  these  countries  a  gradual  elimination  of  the  tax  credits 
deserves  consideration.  If  the  tax  credits  are  to  be  eliminated,  the  rates  of  com- 
pany tax  may  also  have  to  be  raised.  In  Indonesia,  the  company  rates  range  from 
40  per  cent  on  profits  up  to  Rp  500,000  to  52  1/2  per  cent  on  profits  above  Rp  2.5 
million.  The  Philippine  corporations  are  taxed  at  20  per  cent  for  income  not 
exceeding  P  100,000  and  28  per  cent  above  that  level. 

The  main  "loopholes"  in  the  legislation  of  company  taxes  are  in  respect  of 
capital  gains  discussed  above.  These  encourage  speculative  investments  which  are 
made  possible  by  the  favorable  tax  treatment  of  undistributed  reserves  in  an 
inflationary  situation.  Similarly  the  main  "loophole"  in  the  administration  of  the 
company  taxes  is  the  inadequate  attention  given  to  the  expenses  which  are  de- 
ductible from  gross  income  to  arrive  at  net  income.  It  has  been  stated  that  as 
company  tax  rates  rise,  there  arises,  to  some  extent,  a  tendency  towards  ineffi- 
ciency and  wastage.  Needless  managerial  and  research  expenses  may  be  incurred; 
a  chain  of  intermediaries  may  be  set  up  in  the  normal  channels  of  supply  of 
materials  and  sale  of  products  and  derive  commissions  at  the  company's  expense; 
to  some  extent,  the  directors  may  be  able  to  obtain  concealed  incomes  by  way  of 
perquisites  which  are  "tax  deductible."    Such  waste  or  concealed  personal  incomes 
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can  be  discouraged  by  a  more  thorough  scrutiny  of  expense  accounts.  The  question 
whether  this  purpose  can  be  achieved  by  laying  down  the  maximum  of  "tax  de- 
ductible" expense  ratios  to  total  sales  or  gross  incomes,  taking  into  account  the 
specific    conditions    of    the    operation  of  each  industry,   may  also  be  considered. 

(g)  Business  taxes.  A  possible  increase  in  the  rate  scale  of  personal  and 
company  taxes  raises  the  question  whether  there  are  any  business  taxes  levied  on 
enterprises.  On  the  whole,  there  are  no  significant  licence  taxes  in  Asia.  The 
most  important  business  taxes  are  import  and  export  taxes,  and  recently  introduced 
sales  taxes.  The  duties  on  necessary  raw  materials  and  machinery  are  low  as  a 
matter  of  policy  in  most  countries.  Export  taxes  as  a  complement  to  taxes  on 
profits  and  incomes  were  used  in  Malaya,  India  and  Ceylon  following  the  post- 
Korean  war  boom  in  raw  material  exports.  These  taxes  were  in  the  nature  of 
windfall  profits  taxes.  The  export  taxes  were  proportional  to  the  volume  or  value 
of  exports,  and  the  enterprises  paid  income  taxes  on  the  net  profits  obtained  after 
paying  the  export  duties.  An  export  tax  may  be  unfair  to  the  enterprise  because, 
unlike  income  tax,  it  is  paid  irrespective  of  whether  the  enterprise  is  making 
profits  or  losses.  On  the  other  hand,  these  taxes,  as  part  of  the  regular  tax 
structure,  have  been  generally  low  or  have  been  levied  as  a  quick  response  to  a 
situtation  when  the  industry  was  earning  abnormally  high  profits. 

E.  Land  Taxes 

The  traditional  taxes  on  the  cultivation  of  land  are  levied  in  China,  India, 
Burma,  Pakistan  and  Indonesia.  Ceylon,  Malaya  and  Thailand,  instead  of  levying 
land  taxes,  levy  export  duties  on  their  principal  export  crops.  The  Philippines  have 
neither  export  taxes  on  agricultural  produce  nor  land  taxes.  It  has  instead  a  general 
tax  on  real  property. 

With  the  wartime  and  post-war  rise  in  the  general  price  level  and  particularly 
in  the  prices  of  agricultural  products,  the  "burden"  of  land  taxes  has  declined  as 
compared  with  the  pre-war  period.  Correspondingly,  the  share  of  land  taxes  in  the 
revenue  of  the  government  has  also  declined.  Taking  the  combined  revenues  of  the 
central  and  State  governments  of  India  and  Pakistan,  for  instance,  the  share  of 
land  taxes  was  reduced  from  12.7  per  cent  of  total  revenues  in  1938/39  to  about  5.4 
per  cent  in  1949/50. 

Agriculture  is  carried  out  in  large  plantations  on  an  economic  (as  distinct 
from  subsistence)  basis  only  in  respect  of  certain  export  crops  in  India  and 
Indonesia.  By  far  the  larger  part  of  agricultural  output  is  produced  by  small 
peasants  or  tenant  cultivators  producing  in  farm  strips  of  such  small  size  that 
if  they  were  allocated  anything  better  than  a  subsistence  wage  for  their  labour 
and  the  labour  of  their  families,  the  farms  would  not  break  even.  In  short,  the 
most  characteristic  feature  of  agriculture  in  these  large  countries  of  Asia  is  the 
prevalence  of  subsistence  cultivation. 

Land  taxes  were  originally  intended  to  tax  the  landowners- -as  a  sort  of 
property  tax.  The  extremely  weak  position  of  the  tenant  cultivator  has  actually 
meant  a  shifting  of  the  final  burden  from  the  landlord  to  the  tenant.  The  tax  does 
not  take  into  account  the  taxable  capacity  based  on  the  size  of  the  holding  and  as 
such  the  small  peasant  with  an  un-economic  strip  of  land  is  also  forced  to  pay  the 
tax  out  of  the  meagre  returns  for  his  labour. 
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In  the  period  of  its  administration  over  decades,  land  tax  has  come  to  be 
assessed  on  a  rough  estimation  of  a  long-term  average  of  gross  or  net  returns; 
however,  it  retains  its  characteristics  of  non-progressivity  with  respect  to  the 
levels  of  the  taxpayers'  incomes,  inflexibility  with  respect  to  the  annual  fluctuations 
in  incomes,  lack  of  provision  for  exemptions  for  minimum  incomes  or  family 
responsibilities,  and  absence  of  discrimination  between  earned  and  unearned  in- 
comes. 

Because  of  its  incidence  on  subsistence  cultivation  and  its  rigid  character, 
a  fiscal  policy  for  economic  development  involves  a  reform  of  the  taxation  of 
agriculture.  The  defects  of  the  land  taxhave  been  realized.  To  introduce  progres- 
sion the  State  governments  in  India  and  Pakistan  have  sought  in  recent  years  to 
apply  the  income  tax  to  agricultural  income  and  to  levy  progressive  surcharges 
on  the  land  tax.  However,  the  still  considerable  volume  of  revenues  from  the  tax, 
and  the  long-established  rural  machinery  for  its  administration  appear  to  have 
prevented  any  large-scale  changes  in  the  system  towards  lifting  the  burden  on 
subsistence  cultivation.  The  taxation  of  subsistence  levels  ultimately  depletes  the 
human  capital  which  is  simultaneously  the  end  and  means  of  economic  development. 

The  question  arises  whether  a  rationalization  of  land  tax  can  be  achieved  by 
the  application  to  land  of  a  combination  of  property  tax,  income  tax,  betterment 
tax,  capital  gains  tax  and  taxes  on  unutilized  or  unimproved  land.  The  present 
assessment  machinery  might  be  adapted  for  the  administration  of  the  property 
tax.  By  a  process  of  controlling  rents,  it  might  be  possible  to  prevent  shifting 
of  the  property  tax  to  the  tenants.  Property  tax  would  also  permit  exemption  of 
taxation  of  the  very  small  plots  of  land  owned  by  peasant  cultivators. 

Agricultural  income  taxes  have  been  introduced  in  a  few  States  in  India  and 
Pakistan.  But  the  revenues  have  been  small  because  the  present  levels  of  income 
tax  do  not  affect  any  but  the  highest  incomes  and  the  rates  applicable  to  these 
taxable  incomes  are  low.  If  the  scope  of  the  income  tax  is  expanded  it  may  be 
worthwhile  to  re-train  and  utilize  the  present  land-revenue  staff  for  a  specially 
devised  simple  system  of  income  taxation. 

Economic  development  in  Asia  is  likely  to  benefit  agriculture  directly  and 
thus  increase  land  values.  As  this  increment  is  directly  the  result  of  development 
projects  benefiting  agriculture,  the  State  may  finance  the  cost  of  development 
partly  by  charging  the  beneficiaries  a  tax.  This  tax  is  commonly  known  as  land- 
betterment  tax.  Where  the  benefit  to  the  landlord  is  not  directly  a  product  of  a 
specific  development  project  but  represents  capital  gains  from  general  economic 
development  and/or  inflationary  pressures,  the  question  arises  whether  the  wind- 
fall profits  of  the  landlord  can  be  taxed  on  the  basis  of  capital  gains. 

If  it  is  decided  to  levy  a  betterment  tax,  it  can  be  incorporated  into  the 
assessment  for  property  tax,  and  can,  therefore,  be  an  annual  tax.  It  can  also  be 
levied  as  a  one-time  tax  on  the  proprietor  irrespective  of  whether  he  sells  the 
land  or  not.  The  problem  of  administering  betterment  taxes  is  related  only  to 
lands  directly  benefiting  from  specific  development  projects.  A  windfall  gains  tax, 
on  the  other  hand,  would  apply  more  generally  to  all  land.  The  question  of  adminis- 
tering it  on  the  basis  of  an  annual  net  worth  tax  would  present  serious  difficulties. 
On  the   other  hand,  capital  gains  may  be  taxed  at  the  time  of  sale.   If  this  is  so,  it 
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may  be  necessary  to  consider  whether  to  tax  all  capital  gains  equally,  or  dis- 
criminate against  capital  gains  on  speculative  land  sales.  If  the  latter  is  the  case, 
the  amount  of  tax  on  capital  gains  may  be  related  to  the  period  for  which  the 
asset  was  held  by  the  seller.  At  this  stage,  theoretically  capital  gains  tax  might 
be  linked  to  income  taxation  by  taxing  the  proprietor  at  the  rate  at  which  he  would 
have  been  taxed  on  his  income  if  he  had  been  able  to  realize  his  increment  every 
year.  This  would  mean  an  averaging  of  capital  gains  over  the  period  during  which 
the  asset  was  held  and  taxing  each  annual  portion  at  the  rate  appropriate  to  the 
total  income  of  the  seller  during  such  years.  If  this  is  considered  to  be  too  compli- 
cated, the  total  gain  may  be  taxed  at  the  time  of  sale  with  progressive  discounts  in- 
creasing with  the  number  of  years  the  property  had  been  held.  This  is  aimed  at 
cutting  down  land  speculation  arising  from  the  inflationary  pressures  during  a 
period  of  economic  development. 

While  taxing  the  windfall  gains,  care  should  be  taken  to  ensure  that  exemptions 
are  given  for  the  land  improvements  brought  about  by  the  proprietor  through  his 
own  effort  or  investment.  Such  improvements  may  even  be  encouraged  by  tax 
concessions  on  the  proprietor's  other  tax  liabilities  such  as  the  income  tax  or  the 
property  tax.  An  additional  measure  for  direct  agricultural  improvement  success- 
fully used  by  several  Latin  American  countries  is  the  tax  on  unused  or  unimproved 
land.  Such  a  tax  would  stimulate  absentee  landlords  to  let  out  their  lands  for 
cultivation,  and  thus  make  available  an  increased  supply  of  food  or  raw  materials. 

The  combined  revenues  from  these  taxes  might  offset  the  loss  of  revenues 
from  the  rationalization  of  the  land  tax.  In  any  case,  these  taxes  should  yield 
progressively  more  revenues  as  economic  development  proceeds;  and  they  are 
less  inequitable  and  indiscriminate  than  the  present  land  taxes. 

F.   Inheritance  Taxes 


The  justification  for  levying  death  duties  to  prevent  an  undue  concentration 
of  wealth  and  economic  power  has  been  amply  stated  and  widely  recognized  even 
in  countries  where  such  taxation  does  not  exist.  At  the  present  time  such  taxation 
in  the  region  exists  only  in  the  Philippines,  Ceylon,  Malaya  and  British  Borneo  and 
Hong  Kong.  The  Philippines  have  a  combination  of  estate,  inheritance  and  gift 
taxes.  The  British  Colonies  have  only  death  duties.  Owing  to  the  extremely  low 
rates  and  very  high  basic  exemptions,  the  revenue  from  these  taxes  has  been 
small. 

Despite  the  general  poverty,  the  maldistribution  of  incomes  and  wealth  is 
much  sharper  in  the  Asian  countries  than  in  the  advanced  western  countries. 
Huge  concentrations  of  wealth  at  death  pass  undiminished  from  one  generation 
to  another  in  Pakistan,  India,  Burma,  Indonesia  and  Thailand.  India  has  been 
recently  considering  the  introduction  of  death  duties.  The  bill  is  based  on  the 
British  pattern  of  death  duties  without  a  combination  of  inter-vivos  gift  taxes  as 
in  the  United  States.  The  time  given  in  the  British  system  for  inter-vivos  gifts 
to  escape  death  duties  is  five  years;  in  India,  only  a  period  of  two  years  has  been 
proposed.  The  prevalence  of  the  joint  family  system  over  a  large  area  of  the  wealth- 
owning  class  with  close  control  of  the  head  of  the  family  over  the  entire  fortunes, 
irrespective  of  the  legal  titles  of  other  members  of  the  family,  the  short  period 
required  before  death  for  tax-free  inter-vivos  gifts,  and  the  high  basic  exemption 
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of  Rs  100,000  (equal  to  400  times  the  national  per  capita  annual  income)  are 
likely  to  make  the  measure  inconspicuous  from  the  revenue  standpoint,  and 
ineffective  from  the  standpoint  of  reducing  significant  inequalities  of  wealth. 
The  rate  scales  have  not  yet  been  prescribed.  The  general  practice  in  the  rest 
of  the  countries  of  the  region  where  such  taxes  are  in  operation  is  to  prescribe 
fairly  low  rates. 

The  main  problems  to  be  considered  in  framing  an  estate  tax  are  treatment 
of  gifts  given  during  life,  graduation  by  relationship,  exemption  of  a  minimum 
level  (mostly  for  administrative  reasons),  provision  for  dependents  and  tax  credit 
for  frequent  transfers.  As  for  the  rate  scales,  the  tax  may  permit  much  more 
progressivity  than  the  income  tax.  It  has  relatively  less  serious  effects  on  effort 
and  investment  than  the  income  tax  at  similar  rates,  and  it  is  more  selective  in 
dealing  with  concentration  of  wealth  and  economic  power  than  an  income  tax  deal- 
ing only  with  current  incomes.  Finally,  as  mentioned  above,  it  solves,  to  some 
extent,  the  problem  of  taxing  the  large  accumulations  of  wealth  in  the  form  of 
stockholdings  in  companies  accumulating  undistributed  profits  which  escape  from 
being  assessed  at  the  relatively  higher  rates  of  personal  income  tax. 

G.   Social  Security  Taxes 

The  above  sections  reviewed  the  existing  taxes.  In  addition  to  these,  social 
security  schemes  might  be  considered  as  a  possible  measure  for  future  develop- 
ment. It  is  interesting  to  note  that  they  have  been  quite  significant  in  Latin 
America. 

In  the  Asian  countries,  social  security  legislation  can  be  applied  only  to 
plantations  and  other  industrial  and  commercial  large-scale  establishments, 
public  authorities,  etc.  Despite  the  relative  smallnessof  this  sector,  the  employer 
and  employee  contributions  could  add  up  to  sizable  revenues  during  the  earlier 
part  of  the  development  programmes.  In  the  Latin  American  countries  the  magni- 
tude of  revenues  raised  through  social  security  taxes  is  significant.  In  the  years 
for  which  the  latest  statistics  are  available- -1950  or  1951--,  Colombia  raised 
a  little  less  than  1  per  cent  of  its  national  income  in  social  security  taxes;  the 
percentages  for  Argentina  and  Chile  were  1.3  and  1.6  respectively.  Owing  to  the 
smallness  of  the  large-scale  enterprise  sector  in  the  national  economies,  the 
maximum  revenue  for  India  or  Indonesia  might  approximate  about  1/2  per  cent  of 
their  national  income;  the  percentage  could  be  higher  for  the  plantation  economies 
of  Ceylon  and  Malaya. 

If  it-is  considered  desirable  to  introduce  social  security  legislation  the 
collection  of  the  tax  can  be  organized  through  the  establishments  by  way  of 
deduction  from  pay  rolls.  The  most  important  question,  however,  is  whether  the 
tax  on  employees  would  not  bear  on  subsistence  workers.  This  is  unlikely 
because  the  employees  of  large-scale  enterprises  are  generally  organized  in 
trade  unions,  and  secure  for  themselves  wages  much  higher  than  the  average  in- 
comes earned  by  the  masses  of  the  small  peasant  or  tenant  cultivators,  and 
unorganized  agricultural  and  other  casual  or  seasonal  labour.  Secondly,  if  it  is 
found  impracticable  to  reduce  the  minimum  income  level  for  the  application  of 
income    tax,    at    least,   the   organized  workers  can  be  covered  by  social  security 
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taxes.  Finally,  the  repayments  in  social  security  benefits  may  be  expected  to 
occur  in  bulk  at  a  later  period  when  economic  development  would  make  it  easier 
to  provide  for  an  expansion  of  social  service  benefits. 

Social  security  operations  are  generally  organized  in  semi-independent  agen- 
cies, with  powers  of  taxation,  investment  of  funds  and  disbursements  of  benefits. 
The  funds  of  social  security  agencies  are  managed  under  statutory  limitations, 
and  generally  invested  in  fixed-income  yielding  assets,  such  as  government 
securities,  real  estate,  etc.  These  funds  can  be  a  very  useful  instrument  of 
economic  development  if  their  use  is  properly  co-ordinated  with  the  investment 
policy  of  the  government.  If  it  is  generally  desired  to  restrict  real  estate  in- 
vestment in  favour  of  industrial  investment,  the  legislation  of  the  social  security 
agencies  should  permit  the  government  to  require  these  agencies  to  refrain  from 
bidding  up  real  estate  values  or  claiming  resources  for  residential  or  other 
consumer  capital  construction.  Similarly,  the  economic  impact  of  social  security 
taxes  can  be  co-ordinated  with  the  general  fiscal  and  monetary  policies  of  the 
government. 

IV.  Outlook 


To  sum  up,  if  the  underdeveloped  countries  of  Asia  are  to  raise  their 
national  per  capita  incomes,  a  much  higher  rate  of  investment  than  at  present 
would  be  required.  If  domestic  savings  or  net  imports  do  not  increase,  such  a 
programme  of  development  would  cause  inflation.  A  persistent  inflation  is  likely 
to  defeat  the  development  programme  by  the  distortion  of  investment  which  it 
leads  to  and  by  the  extremely  inequitable  burdens  it  imposes  on  some  while  making 
increased  consumption  possible  for  others.  Inflation  may  be  avoided  by  obtaining 
external  assistance  and  increasing  domestic  savings.  The  immediate  prospects 
for  the  former  are  not  very  hopeful.  Increased  domestic  savings  as  a  result  of 
consumer  thrift  and  voluntary  savings  by  the  private  business  sectors  may  con- 
tinue to  be  limited  in  the  present  circumstances.  This  leaves  taxation  as  a 
primary  financial  instrument  of  mobilizing  resources  for  economic  development. 

In  the  light  of  this,  the  present  status  of  revenue  has  been  reviewed.  The 
difficulties  created  by  the  precarious  balance  of  payments  situation  in  securing 
adequate  revenues  from  customs  duties- -except  for  the  food- exporting  countries, 
Burma  and  Thailand- -have  been  noted.  It  has  also  been  noted  that  the  countries 
are  already  taking  steps  to  obtain  more  revenue  from  the  excises  on  liquor  and 
tobacco.  Only  in  India,  in  some  of  the  States,  prohibition  has  been  adopted  and 
consequently  revenue  from  the  sale  of  liquor  has  to  be  sacrificed. 

The  question,  therefore,  arises  as  to  what  possible  lines  of  development 
could  be  considered.  Some  of  the  possibilities  and  problems  in  the  development 
of  sales  taxes,  income  taxes,  property  and  inheritance  taxes  and  social  security 
taxes  have  been  reviewed.  It  is  needless  to  add  that  a  paper  of  this  size  cannot 
do  adequate  justice  to  the  complexity  of  the  issues  involved.  It  cannot  properly 
take  into  account  the  institutional  framework  of  the  different  economies,  the  com- 
position of  political  forces,  the  distribution  of  legislative  powers  and  administrative 
responsibilities.  If  a  careful  evaluation  of  these  factors  leads  to  the  conclusion 
that  the  present  revenue  system  permits  of  future  development,  it  might  provide 
one  way  of  escaping  from  the  dilemma  of  either  the  inability  to  implement  develop- 
ment or  attempting  to  do  so  with  inflation. 
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1.  A  SURVEY  OF  AGRICULTURAL  TAXATION  AND  ECONOMIC 

DEVELOPMENT 

By  Walter  W.  Heller* 

Professor  of  Economics,  University  of  Minnesota 

Introduction 


The  need  for  study  and  analysis  of  the  agricultural  fiscal  problems  of  under- 
developed countries  has  become  increasingly  urgent  and  apparent.  Roughly  two- 
thirds  of  the  people  in  these  countries  are  in  the  agricultural- rural  sector.  Quite 
apart  from  their  traditional  concern  with  sources  and  uses  of  government  funds, 
they  -have  a  vital  stake  in  the  programs  and  processes  of  economic  development. 
How  much  and  in  what  form  the  agricultural  population  and  productive  sector 
should  contribute  to  developmental  resources  in  the  light  of  their  present  tax 
burdens,  and  what  part  of  total  available  resources  should  be  channelled  into 
agriculture  via  government  are  policy  questions  of  basic  importance  to  a  large 
part  of  the  economically  underdeveloped  world. 

Yet,  until  recently,  the  agricultural  tax  problem  had  received  much  less 
attention  than  other  fiscal  problems  of  underdeveloped  economies.  An  awakened 
interest  on  the  part  of  the  less  advanced  countries  is  reflected  in  the  resolutions 
of  the  General  Assembly  and  the  Economic  and  Social  Council  of  the  United  Nations. 
The  General  Assembly  in  1950  called  for  measures  and  tax  policies  designed  to 
lighten  "to  the  greatest  possible  extent,  the  tax  burden  on  tenants  and  on  small  and 
medium-sized  farmers."  The  Economic  and  Social  Council  in  1951  recommended 
that  governments  be  assisted  at  their  request  "with  respect  to  measures  to  improve 
their  fiscal  systems,  with  special  reference  to  measures  designed  to  prevent  the 
imposition  of  inequitable  taxes  and  other  assessments  and  fees  on  the  cultivators 
of  land."  Countries  like  India,  Libya,  and  Iraq  have  undertaken  or  commissioned 
special  studies  of  their  agricultural  taxes,  and  others  have  indicated  their  interest 
in  and  need  for  informed  re -examination  of  agricultural  fiscal  policies. 

Responding  to  these   needs,   the   United   Nations  Fiscal  Division  and  the  Food 
and  Agriculture   Organization  have   undertaken  preliminary   studies   in  this  field, 
mostly   in  the  form  of  internal  working  papers.   On  the  basis  of  the  fact-gathering 
and  preliminary   analysis   of  data  there  provided,  the  Harvard  Law  School  Inter- 
Professor  Heller  prepared  this  paper  as  a  consultant  to  the  International  Pro- 
gram in  Taxation  and  the   Fiscal  Division  of  the  United  Nations  Department  of 
Economic  Affairs. 

117 


national  Program  in  Taxation  and  the  United  Nations  Secretariat  are  now  taking 
joint  steps  to  move  into  the  second  phase  of  the  undertaking,  namely,  more  in- 
tensive analysis  and  research  on  the  problems  which  are  most  pressing  and  of  the 
widest  relevance.  The  following  survey  of  the  agricultural  tax  problem  in  refer- 
ence to  economic  development,  together  with  several  other  studies  included  in  this 
volume,  represent  part  of  this  joint  undertaking. 

The  purpose  of  this  survey  is  twofold:  first,  to  contribute  to  an  understanding 
of  the  nature,  significance,  and  problems  of  agricultural  taxation  (and  related 
fiscal  measures)  in  underdeveloped  countries,  especially  as  an  instrument  of 
economic  policy;  and  second,  to  aid  in  planning  further  research  on  agriculture 
as  a  source  and  recipient  of  government  funds  in  a  setting  of  economic  develop- 
ment. In  pursuit  of  this  dual  objective,  the  following  study  (l)  marks  out  some  of 
the  boundaries  of  agricultural  taxation  in  less  advanced  countries;  (2)  considers 
the  "external  objectives"  of  agricultural  taxation  and  some  of  the  issues  they 
raise,  especially  with  respect  to  economic  development;  (3)examines  the  accepted 
criteria  of  "a  good  tax"  as  applied  to  agriculture;  (4)  indicates  the  scope  and  quality 
of  our  existing  knowledge  in  this  field;  and  (5)  draws  tentative  inferences  concern- 
ing desirable  directions,  emphasis,  and  methods  of  further  research  on  this 
subject. 

I.  Boundaries  of  the  Subject 

A.   Is  it  Desirable  to  Split  Off  Agriculture  for  Separate  Fiscal  Study? 

In  a  sense,  there  are  no  boundaries  to  a  study  of  agricultural  taxation  and 
economic  development.  That  is,  all  parts  of  the  population,  all  economic  sectors, 
and  all  fiscal  devices  are  involved  in  formulating  tax  policies  for  agriculture. 
Take,  for  example,  a  study  of  the  tax  burdens  of  the  agricultural  population. 
First,  such  burdens  can  have  little  meaning  except  in  relation  to  the  tax  burdens 
of  other  parts  of  the  population.  Second,  to  determine  the  burden  on  agriculture 
requires  that  import  duties,  excises,  and  corporate  taxes  be  traced  from  their 
point  of  origin  in  other  sectors  to  their  point  of  partial  incidence  on  the  agricultural 
sector.  Third,  to  get  a  fair  picture  of  the  net  fiscal  burden  of  government  upon 
agriculture  requires  analysis  not  only  of  taxes  but  of  quasi-tax  measures  like 
price-fixing  and  multiple  exchange  rates  on  the  one  hand  and  various  types  of 
government  services  and  subsidies  on  the  other. 

Going  a  step  further  to  questions  of  tax  structure  and  tax  policy,  a  purist 
position  might  hold  that  taxes  should  be  a  seamless  whole  rather  than  differentiated 
by  economic  sectors.  This  position  would  be  that  an  individual's  taxpaying  ability 
and  his  economic  role  as  a  generator  of  savings  or  spendings  depends  more  on  the 
size  of  his  income  or  assets  (relative  to  family  obligations)  than  on  the  source  of 
his  income  or  wealth  or  the  nature  of  his  economic  activity.  This  would  call  for 
reliance  on  the  net  income,  net  worth,  and  other  generalized  taxes  which  cut 
across  all  sectors  of  an  economy  without  differentiation  by  sectors.  It  would  ask 
the  advocate  of  departures  from  impartiality  and  uniformity  to  show  cause  why  two 
persons  in  identical  economic  circumstances  with  respect  to  size  of  income,  assets, 
family  obligations,  and  the  like  should  pay  different  amounts  of  taxes  merely 
because  one  is  in  agriculture  while  the  other  is  in  industry  or  trade. 
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A  somewhat  similar  position  might  be  taken  with  respect  to  a  study  of  economic 
development.  This  view  would  hold  the  singling  out  of  a  particular  sector  like 
agriculture  to  be  an  open  invitation  to  distortions  or  imbalance  in  a  development 
program.  It  would  contend  that  only  by  comparing  cost-benefit  ratios  on  an  eco- 
nomy-wide basis  --  matching  investments  in  agriculture  against  those  in  industry, 
in  social  overhead,  and  in  human  beings'  skills  and  education  --  can  an  effective 
allocation  of  developmental  resources  be  made. 

One  can  readily  grant  the  necessity  of  maintaining  an  economy-wide  perspec- 
tive and  concede  the  dangers  of  an  intellectual  pressure-group  approach  to  the 
tax  and  developmental  problems  of  agriculture  --an  approach  which  tends  to 
overestimate  when  calculating  benefits  to  agriculture  and  underestimate  when  cal- 
culating costs  to  other  sectors  --  without  destroying  the  case  for  segregating  the 
rural  population  and  agricultural  activities  for  separate  tax  and  developmental 
study.  This  is  true  not  merely  for  the  pragmatic  reasons  that  it  is  well  established 
practice  to  think,  write,  and  make  policy  decisions  about  agriculture  as  agricul- 
ture, that  organizations  like  the  Food  and  Agriculture  Organization  exist  primarily 
to  consider  agricultural  problems,  and  that  countries  throughout  the  world  tax  and 
subsidize  separately  something  they  label  "agriculture."  It  is  true  also  because 
there  are  many  tax  and  developmental  problems  peculiar  to  the  agricultural 
sector  whose  analysis  and  solution  is  facilitated  by  considering  them  as  agricul- 
tural problems. 

For  example,  many  countries  have  either  denied  themselves  an  income  tax  or 
restricted  its  application  to  the  non- agricultural  sector  (as  in  the  income  taxes  of 
Turkey,  Pakistan,  and  the  Government  of  India)  chiefly  because  of  the  administra- 
tive difficulty  of  taxing  agricultural  incomes  (often  buttressed  by  a  conviction  that 
typical  agricultural  incomes  are  so  low  as  to  defy  direct  taxation  on  grounds  of 
social  justice).  Countries  which  do  apply  the  income  tax  to  the  agricultural  sector 
have  found  it  necessary  to  adapt  both  their  income  definition  and  their  administra- 
tive techniques  to  the  special  problems  encountered  in  agriculture.  1/  Therefore, 
as  an  administrative  and  compliance  problem,  the  agricultural  sector  stands  out, 
demanding  either  (a)  differentiated  techniques  to  make  an  economy -wide  tax  like 
an  income  tax  workable  or  (b)  special  taxes  like  land  income,  agricultural  produce, 
and  land  area  taxes  which  are  presumed,  roughly  at  least,  to  equate  burdens  in  the 
agricultural  sector  with  those  in  other  sectors. 

As  an  economic  problem,  also,  agriculture  demands  separate  tax  treatment. 
Special  problems  peculiar  to  agriculture  in  either  kind  or  degree  --  e.g.,  under- 
utilization  of  land,  land  speculation,  and  faulty  tenure  structure  --may  yield,  at 
least  in  part,  to  special  incentive  devices  tailored  specifically  to  the  agricultural 
sector.  Or  perhaps  countries  may  wish  to  use  their  fiscal  mechanism  to  change  the 
relationship  between  the  agricultural  and  non-agricultural  parts  of  the  economy, 
drawing  on  one  to  finance  development  of  the  other.  For  decades,  Japan  wrung 
from  agriculture  via  taxation  the  forced  savings  required  to  promote  industrializa- 
tion, at  the  same  time  taxing  non- agricultural  ventures  more  lightly  as  an  induce- 

1/  That  the  difficulty  of  taxing  farm  income  is  not  uniquely  an  underdeveloped 
country  problem  is  indicated  by  comparisons  of  United  States  Department  of 
Commerce   income  estimates  with  the  amounts  of  income  actually  reported  on 
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ment  to  private  investment.  Since  surplus  agricultural  labor  constitutes  a  potential 
source  of  capital  formation  in  many  underdeveloped  areas,  specially  tailored  or 
relatively  high  taxes  on  agriculture  may  also  be  employed  as  part  of  economic 
policies  to  draw  or  drive  redundant  labor  off  of  farms.  Whether  by  accident  or 
design,  countries  may  also  undertax  agriculture  and  the  rural  population,  thus 
retarding  development  of  the  industrial-urban  sector  by  imposing  relatively  higher 
taxes  on  it. 

To  date,  analyses  of  fiscal  problems  of  underdeveloped  economies  have 
tended  to  neglect  the  agricultural  sector.  Yet,  the  special  problems  of  this  sector 
suggest  that  studies  giving  it  special  emphasis  may  yield  rich  results  in  (l) 
pointing  the  way  both  to  improved  administration  of  the  unique  agricultural  taxes 
and  to  better  adaptation  of  income  and  other  generalized  taxes  to  agriculture; 
(2)  achieving  a  better  understanding  of  how  agricultural  taxes  can  be  used  to  pro- 
vide compulsory  savings  for  economic  development  and  how  "manipulative  taxation" 
can  be  used  to  motivate  increases  in  agricultural  effort,  investment  and  output 
as  well  as  desired  changes  in  its  composition,  distribution,  and  so  on;  and  (3) 
measuring  or  getting  some  approximations  of  the  net  fiscal  burdens  on  agriculture 
relative  to  other  sectors  and  the  distribution  of  those  burdens  among  occupational 
and  income  classes  within  the  agricultural  population. 

B.    What  is  "Agriculture,"  and  What  Are  its  Component  Groups?  2/ 

In  connection  with  other  programs  and  purposes,  "agriculture"  has  taken  on  a 
meaning  which  has  probably  been  absorbed  into  our  common  understanding.  From 
time  to  time,  however,  in  connection  with  analysis  of  fiscal  problems  in  agriculture 
and  in  the  selection  of  research  approaches  and  projects,  questions  may  arise  as 
to  the  content  of  the  term.  Consequently,  it  may  be  useful  to  set  forth  here  one  or 
two  definitions  for  reference  purposes.   The  first  is  the  definition  employed  by  the 

Footnote  1  continued. 

federal  income  tax  returns  filed  for  1944,  1945,  and  1946.  Whereas  the  tax 
returns  accounted  for  86  percent  of  consumer  money  income  as  a  whole,  95  per 
cent  of  civilian  wages  and  salaries,  and  76  per  cent  of  dividends,  they  showed 
(for  1945,  the  one  year  for  which  farm  income  was  separated  from  other 
entrepreneurial  incomes)  that  "only  36  per  cent  of  farm  income  was  reported  on 
tax  returns.  .  .  as  against  85  per  cent  of  non-farm  entrepreneurial  income." 
[Goldsmith,  Selma  F.,  "Appraisal  of  Basic  Data  Available  for  Constructing  In- 
come Size  Distributions,"  Part  VI  in  Volume  13,  Studies  in  Income  and  Wealth, 
National  Bureau  of  Economic  Research  (195 1),  pp.  301-3041).  Although  these 
figures  do  not  purport  to  be  a  perfect  measure  of  tax  compliance,  they  are 
significant  indicators  of  the  relative  magnitude  of  underreporting  for  different 
sources  of  income. 

2/  Although  "rural"  and  "agricultural"  will  be  used  interchangeably  as  applied  to 
population  sectors  (less  so,  however,  for  productive  sectors),  it  should  be  noted 
that  the  two  are  less  synonymous  for  some  countries  than  others  because  of 
differences  in  extent  of  rural  handicraft  and  cottage  industry,  in  incidence  of 
rural  processing  factories,  and  in  extent  of  rural  residence  of  mining  and 
industrial  workers.  See  Sec.  I  of  the  next  paper  in  this  volume  for  further 
comment    on    the    distinction    between    the   rural-agricultural   and   rural-non- 


agricultural  segments. 
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United  Nations  in  its  International  Standard  Industrial  Classification. 3/  As  part  of 
"Division  O"  in  the  industrial  classification  (which  division  also  includes  forestry, 
hunting,     and    fishing),    "Agriculture    and    Livestock    Production"    is    defined  as: 

"All  farms  regardless  of  kind  of  ownership  and  type  of  operation. 
A  farm  for  purposes  of  industrial  classification  is  defined  as  all -land 
used  wholly  or  partly  for  agricultural  production,  that  is,  growing  of 
field  crops,  fruits,  nuts,  seeds,  vegetables,  flowers,  both  in  the  open 
and  under  glass;  tea,  coffee,  and  rubber  planatations;  and  the  production 
of  livestock,  milk,  wood,  poultry  and  eggs,  honey,  rabbits,  fur-bearing 
animals,  silkworm  cocoons,  etc.  To  include  also  agricultural  services 
and  related  activities  such  as  cotton  ginning  and  compressing,  corn 
shelling,  hay  baling,  threshing;  services  for  animal  husbandry;  horti- 
cultural services  such  as  contract  spraying  and  picking,  fruit  packing, 
pruning;  and  the  operation  of  irrigation  systems." 

A  definition  by  T.  W.  Schultz,  although  presented  in  a  somewhat  special 
context,  is  also  useful:  "the  agricultural  sector  supposedly  takes  in  all  economic 
activities  that  are  subject  to  the  decisions  of  farmers  beginning  with  the  purchase 
or  sale  of  factors  and  services  of  factors  by  farmers  from  or  to  the  rest  of  the 
economy  and  up  to  the  point  of  first  sales  off  the  farm  of  the  products  which  they 
produce.  "4/ 

Given  a  widely  accepted  concept  of  "agriculture,"  perhaps  the  next  step  is  to 
distinguish  between  taxes  on  agriculture  as  an  industry  and  taxes  on  the  agricultural 
or  rural  population.  It  is  the  taxes  which  come  to  rest  on  the  agricultural  popu- 
lation, no  matter  where  they  are  first  imposed,  which  are  basic  to  an  analysis  of 
equity  and  distributional  aspects  of  taxation.  Through  import  taxes,  exchange 
manipulations,  government  monopolies,  and  other  consumption  taxes,  it  is  quite 
possible  to  burden  the  rural  population  very  heavily  without  any  taxes  on  agricul- 
tural production  as  such. 5/ 

Turning  to  taxes  on  agriculture  as  an  industry,  our  interest  centers  on  the 
effects  of  taxes  both  on  the  incomes  and  on  the  incentives  of  agricultural  producers, 
and  on  the  consequent  changes  in  the  size  and  allocation  of  inputs  and  output. 
Taxes  on  the  agricultural  industry  are,  of  course,  not  necessarily  taxes  on  the 
rural  population  --  such  taxes  may  be  shifted  to  consumers,  especially  in  the  case 
of  per-unit  produce  or  export  taxes  on  crops  for  which  there  is  a  very  insistent 
world  demand. 

Whether  thinking  of  agriculture  as  a  segment  of  the  population  or  as  a  produc- 
tive sector  of  the  economy,  it  is  important  to  keep  in  mind  that  agriculturalists 
are    not  a  homogeneous  body.   The   economic,   distributional,   and  administrative 


3/   Statistical  Office  of  the  United  Nations,  Statistical  Papers Series  M  No.  4, 

International    Standard    Industrial    Classification    of    all    Economic   Activities 

(New  York,  1949),  p.  13. 
4/   Schultz,  T.  W.,  The  Economic  Organization  of  Agriculture  (1953),  p.  32. 
5/   A   situation  which  approximates  this  may  be  found,  for  example,  in  Nicaragua. 

See    International    Bank  for  Reconstruction  and  Development,   The  Economic 

Development  of  Nicaragua  (1953),  esp.  pp.  318-325. 
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problems  of  agricultural  taxes  often  have  to  be  considered  in  different  terms  for 
the  different  groups  of  participants  in  agriculture,  e.g.,  the  incorporated  land- 
owners, the  large  private  landlords  (and  the  associated  money  lenders  and  market- 
ing agents),  the  medium- sized  farmers,  and  the  small  farmers  and  tenants.  A 
setting  which  assigns  government  a  growing  role  in  financing  economic  develop- 
ment may  preclude  any  lowering  of  aggregate  tax  burdens  on  agriculture,  yet 
intensify  the  need  for  re -allocating  those  burdens  more  equitably  within  the  agricul- 
tural population.  Resolutions  calling  for  lighter  burdens  "on  tenants  and  on  small 
and  medium- sized  farmers"  in  this  context  require  heavier  burdens  on  large 
landholders,  farming  corporations,  and  plantations. 

Differentiation  is  often  necessary  also  according  to  the  form  of  productive 
organization,  e.g.,  the  farming  corporation  or  plantation  employing  landless 
laborers;  the  large -landowner,  small-tenant  form;  the  medium  or  small  owner- 
cultivator;  the  cooperative  form  of  organization;  the  collective;  the  tribal  form; 
and  the  Hindu  undivided  family.  Where  a  combination  of  large-estate  farming  and 
landless  laborers  is  replaced  through  land  reform  by  small-parcel  ownership  and 
cooperative  farming  (as  in  Mexico),  or  where  the  cultivator-tenant  becomes  a 
cultivator-owner  and  turns  to  the  cooperative  form  of  organization  to  supply  some 
of  the  credit,  investment,  and  marketing  services  formerly  supplied  through  the 
structure  of  landlordism  (as  in  parts  of  India)  --in  these  circumstances,  changes 
in  the  form  or  method  of  taxation  must  accompany  changes  in  the  organization  of 
agriculture  production. 

C.    How  "Agricultural"  Are  the  Underdeveloped  Countries? 

How  agricultural  is  the  underdeveloped  world  in  terms  of  population,  labor 
force,  and  income?  Tables  1  and  3  provide  much  of  the  answer  insofar  as  it  is 
available.  They  show,  for  example,  that  agricultural  population  is  74  per  cent  of 
total  population  in  Africa,  70  per  cent  in  Asia,  and  63  per  cent  in  Latin  America, 
compared  with  58.5  per  cent  for  the  world  as  a  whole  and  20  per  cent  for  North 
America.  Agricultural  labor  is  65  per  cent  of  the  total  labor  force  in  Africa  and 
Latin  America,  and  63  per  cent  in  Asia,  compared  with  53  per  cent  for  the  world 
and  14  per  cent  for  the  United  States.  Since  per-capita  productivity  in  agriculture 
is  lower  than  in  other  sectors,  the  ratio  of  agricultural  to  total  income  is  typically 
much  smaller  than  the  corresponding  population  or  labor  force  ratios.  Although 
figures  are  not  available  for  the  world  as  a  whole,  or  for  most  of  the  continents, 
selected  country  figures  are  instructive.  As  Table ' 2  shows,  agriculture  is  the 
source  of  about  1/6  of  the  national  income  in  Chile;  1/4  in  Argentina;  1/3  in  Peru; 
2/5  in  Columbia,  Bulgaria,  and  Turkey;  close  to  1/2  in  Guatemala  and  India;  and 
around  2/3  in  the  Philippines  and  Ceylon. 
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Table  1.    Proportion  of  Population  and  Labor  Force  in  Agriculture 


Area 


Total  Population     Proportion  in     Total  Labor  Force      Proportion  in 


(1948)  (millions)     Agriculture 
(per  cent) 


(1950)  (millions)        Agriculture 
(per  cent) 


World 

2,352 

58.5 

1,000 

53.0 

North  America 

160 

20.0 

70 

14.3 

Middle  and 
South  America 

155 

62.6 

70 

64.3 

Europe 

387 

33.0 

200 

35.0 

USSR 

197 

58.0 

100 

50.0 

Asia 

1,248 

70.0 

490 

63.3 

Af  ric  a 

193 

74.0 

70 

64.3 

Oceania 

12 

33.0 

Source:    Adapted 

from  data   in   Woytinsky,    W. 
nds    and    Outlook,    Twentieth 

S. 
Ce 

and  E.  S.,  World 

Population  and 

Production,     Tre 

ntury    Fund 

(New    York,  1953), 

p.  459  (population)  and  p.  365  (labor  force). 


*  *  *  *  ♦  * 


Table  2.  Distribution  of  Populations  by  Type  of  Economy,  1948 


Total 

Population 

(millions) 

Proportion 

of  Total  Living  in 

Area 

Prevailing 
Subsistence 
Economy 
(per  cent) 

57.0 

Money  Economy 

Primarily 

AgriculturaJ 

(per  cent) 

12.0 

Agricultural- 
Industrial 
(per  cent) 

25.5 

Primarily 
Industrial 
(per  cent) 

World 

2,352 

5.6 

America 

315 

8.5 

38.9 

52.5 

--- 

Europe 

3  87 



303 

36.0 

33.7 

USSR 

197 





100.0 



Asia 

1,248 

93.6 



6.4 



Africa 

193 

73.1 

20.7 

6.2 



Oceania 

12 

25.0 



75.0 



Source: 

Woytinsky, 

W.  S. 

and  E.  S.,  op 

cit.,  pp.  436, 

459. 

Table  3.  Agriculture's  Share  in  Labor  and  Total  Income  in  Selected  Countries 


Country 

Agricultural  Income                        Agricu 

ltural  Labor 

as 

Per  Cent 

of  National  Income     as  Per  Cent 

of  Total  Labor 

Date 

Per  Cent                            Date 

Per  Cent 
5.0 

United  Kingdom 

1950 

5.1                                      1949 

United  States 

1950 

7.4                                       1949 

13.0 

Western  Germany 

1950 

12.1                                       1946 

29.0 

Netherlands 

1949 

12.6                                       1947 

19.0 

Union  of  South  Africa 

1949 

13.9                                       1946 

62.0 

Canada 

1950 

14.2                                        1941 

26.0 

Norway 

1950 

14.5                                         1930 

35.0 

France 

1949 

15.8                                       1946 

36.0 

Chile 

1948 

17.7                                       1940 

36.0 

Denmark 

1950 

21.9                                       1940 

29.0 

Argentina 

1945 

24.0                                       1947 

36.0 

Puerto  Rico 

1948 

24.1                                       



Hungary 

1946 

25.7                                       1941 

48.0 

Japan 

1949 

28.4                                       1947 

53.0 

Finland 

1950 

28.7                                       1940 

57.0 

Italy 

1950 

29.5                                       1936 

47.0 

Ireland 

1950 

30.5                                       1936 

48.0 

Peru 

1949 

34.9                                        1940 

63.0 

Greece 

1949 

38.4                                       1946 

58.0 

Colombia 

1949 

39.0                                        1938 

73.0 

Dominican  Republic 

1946 

40.9                                        



Kenya 

1949 

42.6                                        

____ 

Bulgaria 

1946 

43.0                                        1934 

80.0 

Turkey 

1948 

43.0                                        1935 

82.0 

Egypt 

1945 

44.4                                         1937 

71.0 

Guatemala 

1949 

45.5                                        1940 

71.0 

India 

1948 

47.5                                        1931 

67.0 

Philippines 

1948 

62.0                                        1939 

73.0 

Ceylon 

1947 

72.2                                        

! 

Source:    Adapted    from 

data   in   Woytinsky,    W.   S.   and  E.  S.,  op.cit. 

,  pp.  462-467. 

Another  important  dimension  of  the  agricultural  problem,  particularly  in 
relationship  to  taxation,  is  the  extent  to  which  agriculture  participates  in  the  money 
economy.  A  classification  of  countries  according  to  whether  their  economies  are 
predominantly  subsistence  or  money  economies  shows  (see  Table  2)  that  for  the 
world  as  a  whole,  an  estimated  57  per  cent  of  its  population  lives  in  prevailing 
subsistence  economies  (with  annual  per  capita  incomes  of  $60);  12  per  cent  in 
primarily  agricultural  money  economies  ($170  per  capita);  25%  in  agricultural- 
industrial  money  economies  ($580  per  capita);  and  6  per  cent  in  primarily  in- 
dustrial economies  ($550  per  capita).  Unfortunately,  the  figures  do  not  show  what 
proportions  of  the  population  in  each  of  the  areas  concerned  are  in  subsistence 
agriculture  and  commercial  agriculture,  respectively,  but  they  do  suggest  which 
type  of  agriculture  dominates  in  the  various  continents.  For  the  world  as  a  whole 
the  Woytinskys  have  estimated  that  subsistence  farming,  hunting,  and  fishing 
support  approximately  1.5  billion  people,  or  60  per  cent  of  mankind. 6/  "In  the 
world  as  a  whole,  not  more  than  one  farmer  in  five  is  engaged  in  commercial 
farming.  Commercial  farmers  are  concentrated  in  western  and  central  Europe, 
North  America,  Australia,  and  New  Zealand  and  constitute  only  a  small  minority 
of  the  farmers  in  other  regions. "7/  A  subsistence  economy  (described  as  one 
"in  which  agriculture  predominates  overwhelmingly  over  other  activities  and 
subsistence  farming  outweighs  other  forms  of  tillage  and  husbandry")  prevails  in 
the  largest  part  of  Asia,  Africa,  the  Pacific  Islands,  and  in  such  Latin  American 
countries  as  Haiti,  Ecuador,  Bolivia,  Paraguay,  Peru,  and  Guatemala.  Primarily 
agricultural  countries  with  a  prevailing  money  economy  include  most  of  Latin 
America  and  Spain,  Portugal,  Southeastern  Europe,  and  the  Mediterranean  strip 
of  Africa.  The  primarily  industrial  economies  are  those  of  Germany,  Belgium  and 
Luxembourg,  the  United  Kingdom,  and  Switzerland.  Classified  as  agricultural- 
industrial  are  the  United  States,  Canada,  Chile,  France,  Italy,  the  Netherlands, 
Denmark,  Sweden,  Norway,  Austria,  Hungary,  Czechoslovakia,  the  Union  of  South 
Africa,  the  USSR,  Australia,  and  New  Zealand. 8/ 

D.  How  Homogeneous  is  the  Underdeveloped  Agrarian  World? 

Beyond  the  fact  that  they  are  poor,  strongly  agricultural  or  rural,  and 
technologically  backward,  do  the  underdeveloped  countries  have  many  character- 
istics in  common  which  are  significant  for  research  and  policy  formation  in  the 
taxation  of  agriculture?  With  a  few  exceptions,  they  probably  share  in  a  common 
desire  for  economic  development,  in  grossly  inadequate  domestic  sources  of 
capital  formation,  and  in  basic  deficiencies  in  administrative  talent  and  machinery 
and  traditions  of  compliance  in  the  enforcement  of  taxes.  Beyond  such  factors  as 
these,  uniformities  are  hard  to  find. 

That  the  underdeveloped  world,  though  strongly  agrarian,  is  far  from  homo- 
geneous is  suggested  by  some  of  the  quantitative  differences  reflected  in  the  figures 
presented  in  the  preceding  section.  It  is  brought  out  much  more  emphatically  by  a 
consideration  of  qualitative   differences.   Agrarian   structures   --  the  institutional 


6/   Woytinsky,  W.  S.  and  E.  S.,  op.  cit.,  p.  419, 

7/   Ibid.,  p.  452. 

8/   Ibid.,  pp.  435-436. 
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framework  of  agricultural  production -- differ  markedly  in  various  parts  of  the 
underdeveloped  world.  Reflecting  underlying  differences  in  the  form  of  society, 
often  modified  by  the  influences  of  foreign  institutions,  great  differences  have 
developed,  for  example,  in  land  tenure  and  land  tenancy,  the  systems  under  which 
land  is  owned  and  operated  and  its  products  divided  between  owners  and  operators; 
in  the  distribution  of  ownership  and  operation  of  farm  properties  between  large 
and  small  units;  in  the  organization  of  agricultural  credit  and  marketing;  and  in 
the  culture  and  religion  which  condition  both  the  practices  and  incentives  of 
agriculturists. 9/ 

Differences  in  various  economic  and  physical  characteristics  are  also  marked. 
The  degree  of  reliance  on  one  or  two  crops  and  on  world  markets;  the  extent  of 
industrialization;  the  ratio  of  commercial  to  subsistence  agriculture;  the  quantity 
of  undeveloped  land,  minerals,  forests,  and  other  natural  resources;  the  ratio  of 
population  to  land;  the  propensities  to  consume;  the  preferred  forms  of  savings; 
the  degree  of  inflation  --  in  all  of  these  and  many  more  characteristics,  the  range 
in  underdeveloped  countries  is  so  great  that  the  search  for  uniformities  must 
center  not  on  a  "typical  pattern"  to  be  fitted  to  the  great  bulk  of  such  countries, 
but  rather  on  selected  basic  characteristics  which  cut  across  a  sizeable  number 
of  countries  or  areas.  In  the  present  context,  this  search  should  center  on  trying 
to  determine  which  fiscal  problems  of  agriculture  are  of  widest  interest  in  the 
underdeveloped  world  and  therefore  which  types  or  subjects  of  fiscal  research  may 
have  widest  relevance  and  appeal.  The  search  may  be  undertaken  through  studies  of 
agrarian  structure  and  taxation  in  particular  countries  for  comparative  purposes, 
as  is  done  in  various  papers  in  Part  Four  of  this  volume;  through  the  study  of 
particular  crops  which  dominate  several  economies,  as  suggested  in  Appendix  C 
on  taxation  of  rice;  through  studies  of  particular  fiscal  institutions,  e.g.,  marketing 
boards,  in  a  series  of  countries;  through  regional  economic -fiscal  studies,  as  in 
Part  Two,  No.  2,  this  volume;  and  so  on. 

Although  a  full  set  of  country-by-country  studies  would  undoubtedly  bring 
out  significant  groupings  for  tax  and  developmental  purposes,  it  is  interesting 
that  the  selective  studies  thus  far  prepared  by  the  United  Nations  Fiscal  Division 
and  the  Harvard  Project  tend  to  bring  out  more  differences  than  uniformities.  The 
studies  to  date  show  not  only  how  difficult  it  is  to  frame  generalizations  which  apply 
both  to  Southeast  Asia  and  the  Middle  East,  or  to  either  of  these  and  Latin 
America,  but  also  demonstrate  the  pitfalls  in  trying  to  generalize  for,  say,  Chile, 
Mexico,  and  Peru.  Yet,  in  spite  of  the  dissimilarities,  certain  area  patterns  of 
economic  characteristics  tend  to  emerge.  For  example,  Southeast  Asia  is  in  large 
part  characterized  by  substantial  hidden  unemployment  or  surplus  labor  on  the 
farms,  very  little  unused  land  available  for  agricultural  development,  predominance 
of  subsistence  farming  and  small  productive  units,  and  relatively  highly  developed 
fiscal  institutions.  In  Latin  America,  on  the  other  hand,  although  some  disguised 
rural  unemployment  exists  because  of  prevailing  land  distribution  and  utilization 
(including  many  large  commercial  productive  units  side-by- side  with  minute  sub- 
sistence units),  the  basic  problem  is  not  usually  one  of  land  scarcity  but  rather  one 
of  developing  and  improving  new  lands,  shifting  lands  from  low  intensity  to  higher 

9/  For  a  discussion  of  some  of  these  factors  and  the  differences  among  under- 
developed countries  with  respect  to  them,  see  United  Nations  Department  of 
Economic  Affairs,  Land  Reform,  Defects  in  Agrarian  Structure  as  Obstacles  to 
Economic  Development  (195 1),  pp.  4  ff. 
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intensity  uses  and  changing  the  structure  of  ownership  and  operation.  Relative 
reliance  on  foreign  sources  for  food  supplies  may  exhibit  some  uniformities  as 
between  Asian  and  South  American  countries,  yet  the  latter  probably  have  greater 
flexibility  in  developing  food  crops  for  domestic  consumption.  In  brief,  differences 
are  great  and  generalizations  are  difficult  (or  even  dangerous),  yet  the  search  for 
uniformities  can  be  very  rewarding  insofar  as  it  permits  transfer  of  experience 
from  one  economy  to  another  and  reduces  to  comparable  form  the  key  problems 
of  agricultural  taxation  and  economic  development  as  they  confront  economic 
research  and  policy  in  a  series  of  countries. 

One  may  illustrate  the  significance  of  differences  in  economic  structure  in 
formulating  agricultural  tax  policy  by  reference  to  Burma  and  Guatemala,  each  of 
which  has  a  sizeable  export  levy  on  an  agricultural  commodity  which  provides 
actual  or  potential  capital  for  economic  development  purposes.  In  Guatemala,  a 
technical  assistance  mission  recommended  that  the  export  tax  on  coffee  be  in- 
creased and  used  for  development  purposes.  10/  In  Burma,  the  state  agricultural 
marketing  board  produces  about  40  percent  of  total  government  revenues  from  the 
differential  between  the  prices  it  pays  the  rice  producers  and  the  international 
prices  it  receives  for  rice  exports.  11/  In  effect,  both  levies  are  in  part  compulsory 
savings  for  the  development  program,  derived  from  the  agricultural  sector.  But 
who  bears  the  burden,  and  is  private  consumption  or  private  investment  displaced 
by  the  export  levy? 

In  both  countries,  the  quantity  sold  is  such  that  it  tends  to  take  its  price  from 
the  world  markets,  the  tax  therefore  being  absorbed  within  the  producing  country. 
Guatemala's  coffee  industry  is  characterized  by  large  plantations,  relatively 
abundant  land,  relatively  scarce  agricultural  labor,  and  high  profits.  In  their  study 
of  economic  development  in  Guatemala,  Adler,  Schlesinger,  and  Olson  conclude 
that  the  coffee  export  tax  "is  shifted  backward,  not  to  wages,  but  rather  to  the 
entrepreneurial  income  of  the  producer  ....  it  is  quite  clear  that  the  government 
does  not  intend  to  have  the  exporter  actually  bear  the  coffee  export  tax  ....  It  is 
not  believed  that  the  plantation  owner  can  pass  the  tax  backward  to  his  employees 
to  any  significant  extent.  In  most  sectors  of  the  Guatemalan  coffee  industry,  the 
wage  structure  is  conventional,  non-monetary,  and  even  paternalistic  in  charac- 
ter/12/  Workers  also  have  the  alternative  of  cultivating  their  own  land  more 
intensively.   The   net  conclusion  is  that  the  coffee   grower  bears  most  of  the  tax. 

The  situation  in  Burma  is  characterized  by  small  production  units,  partly 
owner-cultivated  and  partly  tenant-cultivated,  over-abundant  farm  manpower,  and 
land  scarcity.  The  cultivator's  bargaining  position  and  alternatives  are  very 
limited.  In  terms  of  the  present  situation,  in  which  the  government  acts  as  monop- 
sonistic  buyer  directly  from  the  cultivators  and  landowners,  it  is  a  reasonable 
conjecture  that  the  wedge  between  prices  paid  the  producer  and  prices  received 
for    export     is     at    the    expense    of    the    cultivator,  directly  so  if  he  is  an  owner, 

10/   Mission  -of  the   International   Bank  for   Reconstruction  and  Development,  The 

Economic  Development  of  Guatemala  (195 1),  p.  270. 
11/   See  Part  Two,  No.  2  (Sec.  II),  this  volume. 
12/   Adler,  J.  H.,   Schlesinger,   E.   R.,  and  Olson,  E.  C.,  Public  Finance  and  Eco- 

nomic  Development  in  Guatemala  (1952),  pp.  101-102. 
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indirectly  so  if  he  is  a  tenant.  13/  In  Guatemala  then,  the  export  levy  falls  largely 
on  the  higher  incomes  and  ten3s  to  be  at  the  expense  of  luxury  consumption  and 
unproductive  investment.  In  Burma,  it  appears  to  be  largely  at  the  expense  of 
small  incomes  and  consumption. 

E.      What  Fiscal  Measures  Need  to  be  Taken  into  Account? 

Although  the  primary  focus  of  our  discussion  is  taxation  as  such,  the  bounda- 
ries of  the  subject  go  well  beyond  this.  Of  direct  interest  are  the  profits  from 
government  marketing  of  export  crops,  compulsory  deliveries  below  market  price 
for  domestic  consumption,  and  the  like.  Moreover,  in  analyzing  the  equity  and 
distributional  effects  of  government  finance  and  the  role  of  taxation  in  government 
policies  for  economic  development,  one  has  to  range  far  beyond  taxes  and  quasi  - 
taxes  to  subsidies  and  other  transfer  payments, as  well  as  government  servicesto 
the  rural  population.  To  illustrate  in  more  detail  the  scope  and  content  of  the 
various  fiscal  devices  employed  either  to  draw  funds  from,  or  channel  funds  to, 
the  agricultural  sector,  Appendix  A  reproduces  a  draft  United  Nations  question- 
naire on  fiscal  problems  of  agriculture.  14/  Only  a  few  supplementary  comments 
are  offered  here. 

1.      Taxes 


As  the  list  of  taxes  in  Appendix  A  suggests,  a  wide  variety  of  taxes  has  been 
developed  to  obtain  governmental  revenue  from  agricultural  production  and  the 
rural  population.  Among  the  important  tax  measures  designed  specifically  as 
agricultural  taxes  are:  land  taxes  assessed  on  various  bases,  such  as  area,  rent, 
sales  value,   and  a  variety  of  production  standards;  produce  taxes  levied  either  at 

13/  Looked  at  historically,  the  incidence  of  the  quasi-tax  on  rice  may  be  thought 
to  be  on  the  eliminated  middle-man,  namely,  the  private  traders.  In  fact, 
Burchardt,  F.  A.,  concludes  that  "there  is  no  reason  to  believe  that  the  con- 
trolled paddy  price  imposes  an  indirect  tax  on  the  cultivator.  If  the  rice 
market  were  free,  the  difference  between  the  paddy  price  and  export  prices 
might  well  be  as  great  as,  if  not  greater  than,  it  is  now  under  the  rice  monopoly. 
The  profit  would,  however,  accrue  to  private  traders  .  .  .  ."  (Burma  Ministry 
of  National  Planning,  Conference  Papers  on  Current  Economic  Problems  of 
Burma  (195 1),  p.  63.)  Who  the  traders  were  in  this  case  is  indicated  by  a 
Burmese  Government  paper  which  states  that  the  marketing  board  was  estab- 
lished "to  stabilize  the  price  of  paddy  and  to  eliminate  the  monopolistic  control 
of  the  rice  trade  formerly  exercised  by  large  foreign-owned  rice  mills." 
("The  Future  of  State  Trading  in  Relation  to  Economic  Development,"  p.  2: 
Government  of  the  Union  of  Burma,  United  Nations  Document  ECAFE  I  and 
T/ FED/20;  First  Meeting  of  the  Working  Party  of  Experts  on  Financial 
Aspects  of  Economic  Development  Programmes  in  Asia  and  the  Far  East, 
Bangkok,  7-12  September  1953.) 

14/  Various  governmental  measures  affecting  the  income  of  the  agricultural 
population  are  also  reviewed  by  Jacoby,  Erich  H.,  in  "Taxation  of  the  Agricul- 
tural Population  in  Underdeveloped  Countries,"  Food  and  Agriculture  Organi- 
zation Monthly  Bulletin  of  Agricultural  Economics  and  Statistics,  Vol.  1,  No. 
2  (June  1952). 
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the  farm  on  total  output,  or  at  the  domestic  marketing  or  processing  stage,  or  at 
the  point  of  export  on  products  sent  abroad;  separate  income  taxes  or  a  special 
schedule  under  the  general  income  tax.  General  property  taxes,  global  income 
taxes,  social  security  taxes,  and  various  forms  of  wealth,  patrimony,  and  transfer 
taxes  are  often  applied  to  agriculture  in  common  with  other  undertakings,  differ- 
entiation being  limited  to  definitions  and  assessment  and  enforcement  techniques. 
Export  taxes  and  domestic  excises  on  the  products  of  a  country's  agriculture  may 
be  partly  or  largely  a  burden  on  such  agriculture.  Excises  and  import  duties  on 
items  consumed  by  the  rural  population  or  used  by  agriculturists  in  production  also 
belong  in  the  list  of  general  tax  levies  whose  burden  may  come  to  rest  on  the 
agriculturist  as  consumer  or  producer. 

More  limited  special  levies  also  belong  in  this  enumeration.  Agricultural 
land  improvement  projects  may  be  financed  by  special  assessments,  or  the  gain 
in  value  they  occasion  may  be  taxed  under  a  land  betterment  tax  or  a  land  value 
increment  tax.  Land  rents  may  be  a  form  of  taxation,  either  where  governments 
owri  the  land  directly  or  where  the  tax  collecting  function  is  "farmed  out"  to  land- 
lords. Purchase  payments  may  similarly  contain  a  tax  element. 

2.     Qua  si -Tax  and  Regulatory  Measures 

To  complete  the  listing  of  governmental  measures  which  draw  resources  from 
the  agricultural  sector,  one  must  include  several  measures  which  do  not  take  the 
form  of  taxes,  but  which  either  (a)  bring  in  revenues  to  government  at  the  expense 
of  the  agricultural  population,  or  (b)  burden  the  agricultural  population  to  the  benefit 
of  the  non-agricultural  even  though  no  funds  pass  through  the  public  treasury.  In 
the  first  category  are  (l)  mandatory  delivery  programs  under  which  produce  for 
domestic  consumption  must  be  delivered  to  the  government  at  below-market  prices, 
the  government  then  reselling  at  higher  prices  to  traders  or  processors;  (2)  gov- 
ernment monopolies  of  sale  of  agricultural  products  in  export  trade  (e.g.,  the  rice- 
marketing  boards  in  Burma  and  Thailand);  (3)  multiple  exchange  rates  so  manip- 
ulated that  agricultural  producers  receive  an  adversely  low  rate  for  their  exports 
and  pay  an  adversely  high  rate  for  their  imports  (the  same  mechanism,  in  reverse, 
being  usable  as  a  subsidy  device). 

Government  measures  which  burden  agriculture  without  a  flow  of  revenue  into 
the  public  treasury  include:  (l) price-fixing,  devaluation,  or  other  non-tax  policies 
which  raise  the  prices  of  goods  purchased  by  the  agriculturist  (i.e.,  instead  of 
doing  this  by  levying  excise  and  import  duties  on  the  things  he  buys,  it  is  done  by 
raising  prices  through  price  control  or  devaluation);  (2)  similar  measures  which 
lower  the  prices  of  the  agricultural  products  he  sells  (even  where  the  government 
takes  no  part  in  the  marketing  process);  (3)  compulsory  delivery  of  crops  at  a 
fixed  purchase  price  below  market,  such  price  being  passed  along  to  consumers 
by  government  regulation  to  operate  as  a  subsidy  (e.g.,  the  bread  subsidies  in 
several  countries  of  the  Middle  East).  These  policies  can  also  operate  in  a  reverse 
direction  via  price  supports  and  the  like.  15 ' 

15/  See,  for  example,  "Public  Finance  in  the  Middle  East,"  Review  of  Economic 
Conditions  in  the  Middle  East,  1951-52,  United  Nations  ( 195 3),  p.  74;  Food  and 
Agriculture  Organization,  Agriculture  in  the  Near  East,  Development  and  Out- 
look   (November    1953),    section    oil     "Agricultural    Price    Policies,"    p.  70. 
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3.  Government  Transfer  Payments  and  Subsidies 

To  determine  the  net  fiscal  burden  or  advantage  of  the  agricultural  sector 
clearly  requires  that  "negative  taxes"  and  related  measures  be  taken  into  account 
side  by  side  with  positive  taxes  and  related  measures.  Thus,  transfer  payments  in 
the  form  of  relief,  social  security,  and  similar  government  disbursements  to  the 
agricultural  population  enter  the  balance.  Various  subsidy  devices,  usually  designed 
to  stimulate  agricultural  improvement  or  redirect  production,  are  also  used  by 
governments  of  underdeveloped  countries.  Direct  cash  payments  may  be  made  to 
individual  farmers  who  agree  to  grow  specified  crops  or  use  preferred  production 
techniques  (such  as  soil  conservation  or  livestock  breeding  with  approved  sires); 
such  payments  may  also  be  made  as  price  and  income  supplements.  Subsidies  may 
take  the  form  of  refunds  or  lower  prices,  as  in  the  case  of  lower  freight  rates  for 
feed  and  fertilizer;  reduced  interest  rates  on  agricultural  credit;  or  special  tax 
exemptions  and  concessions;  multiple  exchange  rates  favoring  farmers  through 
low  rates  on  agricultural  requisites;  a  devaluation  permitting  the  producers  of  an 
export  crop  to  realize  an  increase  in  foreign  exchange  proceeds;  adjusting  price 
controls  so  as  to  favor  agricultural  over  non-agricultural  products  --  these  are 
subtler  devices  less  directly  affecting  the  government  treasury,  yet  serving  to 
subsidize  agriculture.  The  subsidy  may  also  take  the  form  of  free  distribution  of 
superior  seed  or  free  inoculation  of  livestock,  forms  of  expenditure  which  logically 
fall  into  the  succeeding  category.  16/ 

4.  Governmental  Resource-Using  Services 

The  computation  of  net  advantage  or  net  disadvantage  arising  out  of  govern- 
mental operations  in  the  agricultural  sector  is  still  not  complete  until  the  direct 
services  provided  by  government  are  taken  into  account.  This  includes  not  only 
rural  education,  health  and  welfare  services,  police  and  fire  protection,  and  other 
current  social  and  related  services  but  also  the  provision  of  credit  facilities  by 
government,  agricultural  extension  and  research,  and  investments  by  government 
in  social-overhead  capital  of  importance  and  benefit  to  the  rural  community,  e.g., 
provision  of  roads  and  communication  facilities,  building  of  hospitals  and  schools, 
construction  of  irrigation  and  power  dams  or  other  irrigation  facilities. 


II.      "External"  Objectives  of  Agricultural  Taxation 

Having  sketched  some  of  the  boundaries  and  characteristics  of  the  field  of 
agricultural  taxation  in  underdeveloped  economies,  we  move  next  to  a  consideration 
of  the  objectives  such  taxation  may  be  asked  to  serve  in  a  setting  of  economic 
development.  For  convenience  of  discussion,  the  objectives  are  here  classified 
into  (l)  the  external  purposes  which  economic,  social,  and  political  policy  may  call 
upon  taxation  to  serve  (e.g.,  such  objectives  as  increasing  production,  improving 
marketing  systems,  reducing  income  disparities,  promoting  land  tenure  changes, 
and  encouraging  population  shifts)and  (2) the  conventional  internal  tests  or  criteria 
of  taxation,  namely,  administrative  efficiency  and  effectiveness,  ease  of  compliance, 

16/   This  list   of  subsidy  devices  is  based  in  part  on  an  unpublished  memorandum 
by     Frank     Shefrin,    consultant    to    the    Food    and    Agriculture  Organization. 
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and  impartiality  of  treatment.  By  and  large,  this  classification  suggests  that  the 
levels  and  forms  of  taxation  demanded  by  the  "external  objectives"  are,  insofar  as 
possible,  to  be  translated  into  operating  tax  measures  according  to  the  tests  or 
precepts  labeled  "internal  objectives." 

The  composition  and  content  of  the  external  objectives  tend  to  vary  substan- 
tially from  country  to  country  according  to  economic  circumstances,  institutional 
framework,  and  value  systems.  In  contrast,  the  basic  internal  tests  seem  to  have 
acquired  a  much  wider,  perhaps  even  a  worldwide,  validity,  differing  only  in  their 
practical  implications  in  differing  environments  (e.g.,  as  between  a  setting  of  a 
subsistence  economy,  illiteracy,  and  limited  administrative  competence  versus  one 
of  a  money  economy,  a  literate  citizenry,  and  high  standards  of  administration). 
The  two  sets  of  objectives  are,  ofcourse,  strongly  interrelated,  especially  insofar 
as  the  quality  of  administration  and  compliance  conditions  the  economic  and  social 
uses  to  which  taxation  can  be  put.  This  section  will  consider  the  various  functions 
that  a  developing  economy  may  wish  agricultural  taxation  to  serve,  while  the  suc- 
ceeding section  will  consider  the  internal  factors  of  equity,  administration,  and 
compliance,  both  in  themselves  and  as  limits  to  the  levels  and  uses  of  agricultural 
taxation. 

A  few  observations  on  the  nature  and  implications  of  the  ensuing  discussion 
may  serve  to  put  it  in  proper  perspective. 

First,  since  the  focus  of  this  inquiry  is  on  taxation,  there  is  an  almost  irre- 
sistible tendency  to  overemphasize  the  role  of  taxes  as  a  policy  instrument.  For 
those  whose  interest  lies  in  positive  use  of  fiscal  measures  in  economic  policy, 
it  may  be  sobering  to  read  such  reports  as  the  recent  reports  of  the  Food  and 
Agriculture  Organization  on  agricultural  development  and  outlook  in  Asia  and  in 
the  Near  East;  the  United  Nations  Economic  and  Social  Council  report  on  economic 
development  in  Africa,  and  the  study  of  the  Economic  Commission  for  Latin  Amer- 
ica of  obstacles  to  increases  in  agricultural  production  in  Latin  America.  17/  All 
of  these  reflect,  or  appear  to  reflect,  alow  ranking  of  taxation,  either  as  a  Barrier 
to  economic  development  and  agricultural  improvement,  or  as  an  instrument  for 
achieving  it.  That  their  low  ranking  of  the  taxation  instrument  (which,  to  be  sure, 
is  more  implicit  than  explicit)  need  not  be  accepted  at  the  outset  is  suggested  by 
several  considerations:  (l)  their  recommendations  for  government  provision  of 
transport  facilities,   extension  services,  credit  facilities,  rural  welfare  services, 

17/  The  studies  referred  to  are,  respectively:  United  Nations  Food  and  Agri- 
culture Organization,  Agriculture  in  Asia  and  the  Far  East,  Development  and 
Outlook  (October  1953),  and  Agriculture  in  the  Near  East,  Development  and 
Outlook  (November  1953);  United  Nations  Economic  and  Social  Council,  World 
Economic  Situation-Aspects  of  Economic  Development  in  Africa  (20  March, 
1953),  E/2377;  Economic  Commission  for  Latin  America,  Analysis  of  Some 
Factors  Which  Act  as  an  Obstacle  to  the  Increase  of  Agricultural  Production 
(9  April,  1953),  E/CN.  12/306.  The  latter,  on  the  basis  of  interviews  with  401 
farm  operators  in  Chile  on  production  incentives,  found  that  20  per  cent 
(especially  among  small  holders)  indicated  taxation  "as  a  serious  hindrance 
to  agricultural  production  increase";  it  was  concluded  that  "Taxation  obstructs 
Chilean  agricultural  activities  to  a  smaller  degree  than  in  the  majority  of 
more  highly  developed  agricultural  communities."  (p.  83). 
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and  agricultural  research  involve  substantial  reliance  on  the  tax  mechanism  to 
finance  current  government  services  and  capital  formation;  (2)  such  reliance,  plus 
various  incentive  and  distributional  uses  of  taxation,  is  explicitly  urged  by  many 
students  of  the  problem,  technical  assistance  missions,  and  so  on  18/;  (3)  one 
cannot  be  sure  whether  a  low  rating  of  taxation  in  policy  thinking  is  basecl  on  igno- 
rance of  its  possibilities  or  reflects  an  adverse  conclusion  based  on  the  knowledge 
of  the  relevant  tax  facts  and  possibilities;  (4)analysis  and  research  on  agricultural 
taxation  in  the  underdeveloped  world  is  still  at  such  an  embryonic  stage  that  it 
would  unwisely  hobble  future  analysis  and  research  to  consider  such  taxation  in 
anything    but    the    broadest    possible    framework    of    economic    and  social  policy. 

Second,  once  the  potential  or  desirable  "non-fiscal"  ends  of  taxation  have  been 
explored  and  appraised,  one  has  to  practice  the  art  of  the  possible  by  translating 
idealized  devices  into  operational  measures  which  are  within  the  administrative 
capabilities  of  the  underdeveloped  countries. 

Third,  even  if,  as  so  translated,  taxation  can  do  the  job  in  question,  it  may  not 
be  the  optimal  way  of  doing  it.  It  must  be  compared  with  alternative  policy  instru- 
ments and  the  practicability  before  choosing  it  as  the  most  appropriate  tool  for  the 
purpose. 

Fourth,  in  setting  forth  "external  objectives"  of  taxation,  one  should  be  keenly 
aware  of  their  conditional  character  and  the  great  variations  from  country  to 
country,  in  (l)  preferences  concerning  level,  composition,  distribution,  and  use  of 
income  and  (2)  the  economic  and  institutional  circumstances  which  determine  the 
best  way  to  realize  these  preferences.  This  suggests  that  our  effort  should  be  to 
postulate  (not  prescribe)  the  role  and  analyze  the  effects  of  taxes  on  agriculture 
for  the  different  sets  of  economic  circumstances,  the  different  sets  of  goals,  and 
the  different  administrative  and  institutional  settings  which  are  encountered  in  the 
underdeveloped  countries. 

In  the  light  of  past  experience  in  both  developed  and  underdeveloped  economies, 
and  given  a  strong  interest  in  economic  growth  and  advancement,  what  are  the 
major  external  objectives  which  agricultural  taxation  may  be  called  upon  to  serve? 

A.      To  Alter  the  Distribution  of  Income,  Wealth,  and  Land  Ownership 

Taxes    and    related    fiscal    measures    are    used  everywhere,   consciously  or 

18/  See,  for  example,  Nurkse,  Ragnar,  Problems  of  Capital  Formation  in  Under- 
developed  Countries,  pp.  142-154;  Singer,  H.  W.,  "Financing  Economic  Devel- 
opment Programs,"  Lecture  delivered  at  the  Fundacao  Getulio  Vargas  on 
June  9,  1950,  published  in  Revista  Brasileira  de  Economia,  special  issue 
(September  1950);  Bernstein,  E.  M.,  and  Patel,  I.  G.,  "Inflation  in  Relation  to 
Economic  Development,"  International  Monetary  Fund,  Staff  Papers,  Vol.  II, 
No.  3  (November  1952);  Adler,  John  H.,  "The  Fiscal  and  Monetary  Implemen- 
tation of  Development  Programs,"  American  Economic  Review  (May  1952), 
pp.  5  84-600;  and  the  technical  assistance  recommendations  summarized  in 
United  Nations,  Taxes  and  Fiscal  Policy  in  Underdeveloped  Countries  (New 
York,   1954). 
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unconsciously,  to  alter  the  distribution  of  income  and  wealth  as  between  the  rich 
and  the  poor  and  as  between  agriculture  and  other  segments  of  the  economy.  19/ 
Reduction  of  economic  inequalities  via  the  tax-expenditure  combination  is  a  positive 
goal  of  governmental  policy  in  many  countries.  For  the  most  part,  such  "redistrib- 
utive  finance"  combinations  reflect  the  ethical  preferences  of  the  society  in  ques- 
tion. Such  policies  may  also,  however,  reflect  a  belief  that  the  positive  contributions 
of  redistributive  finance  to  economic  productivity  offset  the  negative  or  adverse 
incentive  effects  on  private  effort  and  risk-taking.  Redistribution  of  income  may 
be  part  of  a  policy  of  investment  inhuman  beings  to  improve  their  working  capacity 
and  skills  through  health,  nutrition,  education,  and  training  services.  Especially 
where  this  can  be  done  at  the  expense  of  luxury  consumption,  speculation,  and 
foreign  exchange  hoarding  rather  than  at  the  expense  of  productive  private  invest- 
ment, it  may  become  part  of  a  program  to  increase  productivity  and  promote 
economic  development. 20/ 

Agricultural  taxes  have  also  been  used  and  advocated  to  influence  the  distribu- 
tion of  land  ownership.  By  graduated  land  taxes,  inheritance  taxes,  and  taxes  on 
absentee  ownership,  for  example,  some  countries  have  attempted  to  encourage  the 
splitting  up  of  large  landholdings.  (Such  policies  are  examined  more  closely  in 
Nos.  3  and  4  of  this  Part  of  this  volume). 

Elimination  of  traders  via  establishment  of  marketing  boards  (as,  for  example, 
in  African  countries,  and  in  Burma  and  Thailand),  with  consequent  absorption  into 
the  government  treasury  of  previous  traders'  profits,  illustrates  another  type  of 
distributional  effect  via  fiscal  or  quasi-fiscal  measures. 21/  Given  a  detailed  sub- 
division of  the  economy  by  income,  occupational,  and  industrial  groupings,  a  list  of 
government  finance  measures  to  reduce  income  disparities  can  become  very  long 
indeed. 

B.     To  Promote  Economic  Stability 

Economic  stabilization  is  one  of  the  important  objectives  of  fiscal  policy  in 
which  agriculture  has  a  large  stake  and  to  which  taxation  of  agricultural  crops  -- 
especially  at  the  point  of  export  --  can  often  make  a  special  contribution.  The 
problems  of  fiscal  policy  for  the  "exposed  economy"  are  discussed  in  Part  Two, 
No.  1  (Sec.  III).  It  examines  some  of  the  difficulties  in  using  generalized  compen- 
satory    finance     to     stabilize    the    undeveloped    agrarian    economy.    Agricultural 

19/  The  heavy  predominance  of  consumption  taxes  in  most  tax  systems  of  under- 
developed countries  suggests  (a)that  over  the  greater  part  of  the  income  scale, 
the  tax  system  may  well  be  regressive,  thus  requiring  substantial  concentra- 
tion of  government  services  and  benefits  in  the  lower  income  group  if  govern- 
ment finance  is  to  be  redistributive  (downward)  on  balance;  (b)  that  support 
for  redistributive  finance  from  the  tax  side  will  require  substantial  recasting 
of  the  tax  system  (which,  in  turn,  will  have  to  await  development  of  adminis- 
trative competence  and  techniques). 

20/  Redistributive  aspects  of  fiscal  policy  in  less  advanced  economies  are  dis- 
cussed in  Part  Two,  No.  1  (Sec.  IV),  this  volume. 

21/  Further  illustrations  are  provided  in  No.  2  (Sec.  Ill,  D)  of  this  Part  of  this 
volume. 
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production  tends  to  respond  unevenly  and  sluggishly  to  fiscal  injections  and  with- 
drawals, and  the  stabilization  problem  is  often  complicated  by  heavy  dependence 
on  fluctuating  world  market  prices,  particularly  in  the  mono-cultural  and  export- 
oriented  economies. 

In  attempting  to  reduce  the  exposure  of  their  economies  to  the  disrupting 
effects  of  sudden  spurts  and  dips  in  prices  paid  for  their  export  crops,  many 
governments  have  used  or  experimented  with  flexible  export  taxes,  multiple 
exchange  rates,  and  price  policies  of  agricultural  marketing  boards  (l)  to  mitigate 
the  general  destabilizing  effects  of  alternate  improvement  and  deterioration  in  the 
terms  of  trade  and  (2)  to  serve  as  a  buffer  between  unstable  world  markets  and  the 
domestic  agricultural  sector.  To  achieve  these  ends  requires  that  the  foreign 
exchange  proceeds  of  cyclical  or  temporary  international  price  increases  in  coffee, 
jute,  rubber,  rice,  and  the  like  be  impounded  and  skillfully  managed  for  exchange 
stabilization  and  developmental  investment  instead  of  letting  them  run  to  waste  in 
inflation  and  import-buying  sprees.  It  requires  denying  the  agriculturist  the  full 
fruits  of  price  spurts  and  protecting  him,  in  turn,  from  the  price  dips. 

Where  the  middleman  or  trader  has  been  eliminated  through  the  monopolistic 
marketing  board,  as  for  rice  in  Burma,  or  where  the  regulations  ancillary  to 
export  taxes  are  such  as  to  pass  the  burden  or  benefit  of  rate  changes  back  to  the 
producer,  as  for  coffee  in  Guatemala,  the  problem  is  mainly  one  of  stabilizing 
prices  at  levels  (a)  that  the  world  market  will  support  over  the  span,  say,  of  a  trade 
cycle  and  (b)  that  the  producers  will  respond  to  with  energetic  productive  efforts 
(especially  with  respect  to  food  crops  in  strong  demand)  but  not  embarrassing  over- 
production (as  in  the  case  of  Egypt's  cotton).  Where  windfall  profits  would  other- 
wise accrue  to  traders  rather  than  producers,  the  problem  of  maintaining  balance 
may  be  less  delicate,  at  least  during  upswings.  It  will  be  quite  different  than  in 
situations  where  the  incidence  of  flexible  tax,  exchange,  and  price  policies  is  on 
small  cultivators,  or  alternatively  on  the  owners  of  large  haciendas,  plantations, 
or  other  large  land  aggregates.  These  illustrative  variations  are  mentioned  merely 
to  demonstrate  that  while  the  potential  contributions  of  "gateway"  fiscal  measures 
in  exposed  economies  are  great,  their  realization  requires  skill,  self- discipline, 
and  a  keen  understanding  of  economic  interrelationships  and  responses. 

The  problem  of  instability  as  it  impinges  on  fiscal  policy  also  has  an  important 
bearing  on  the  issue  of  economic  diversification  versus  specialization,  which  typi- 
cally appears  in  the  form  of  industrialization  versus  agricultural  development. 22/ 
The  less  advanced  agricultural  economies  may  feel  that  their  best  hope  for  some 
insulation  against  the  vagaries  of  world  markets  lies  in  industrializing,  and  that 
this  tips  the  balance  in  favor  of  drawing  resources  out  of  agriculture  via  fiscal 
measures  to  devote  them  to  non-agricultural  development. 23/ 

22/  For  example,  in  an  economy  dominated  by  rice  and  rubber  production,  diversi- 
fication may  be  synonymous  with  industrialization  if  it  is  uneconomic  to  switch 
to  other  crops.  However,  particularly  in  some  South  American  countries, 
diversification  by  developing  new  export  crops  or  expanding  domestic  food  crop 
output  (e.g.,  in  Peru  and  Chile) appears  to  be  a  real  alternative  to  diversifying 
via  industry. 

23/  Some  of  the  issues  in  this  controversy  are  reviewed  in  Part  Two,  No.  1  (Sec. 
Ill)  (which  also  raises  questions  concerning  the  pursuit  of  comparative  advan- 
tage) and  are  discussed  at  greater  length  in  No.  2  (Sec.  II)  of  this  Part  of  this 
volume. 
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The  problem  of  chronic  inflation,  often  side -by -side  with  chronic  rural  unem- 
ployment, also  besets  many  underdeveloped  countries.  This  is  especially  likely  to 
occur  where  governments  are  strongly  committed  to  economic  development  but  not 
equally  strongly  committed  to  fiscal  discipline.  Inflation  can  so  damage  and  disrupt 
development  programs  and  so  thoroughly  negate  efforts  --  particularly  fiscal 
efforts  --to  improve  land  utilization  and  to  redirect  the  high-income  agricultur- 
ist's resources  from  speculation  to  productive  investment  that,  even  apart  from 
equity  considerations,  non-inflationary  methods  of  financing  economic  development 
offer  decisive  advantages  in  most  situations.  It  is  in  this  sphere  that  a  myopic 
approach  to  agricultural  fiscal  policy  would  be  especially  dangerous. 

If  tax  increases  rather  than  cutbacks  in  the  development  program  are  the 
indicated  solution,  but  agriculture  resists  its  fair  share  of  the  increases,  properly 
distributed  (phrases  which  beg  questions  but  do  not  invalidate  the  main  point),  the 
prospect  for  agricultural  improvement  may  suffer  severely.  Inflation  invites 
misuse  of  land,  above  all  through  speculative  idle  holdings.  It  undermines  relatively 
fixed  taxes  like  most  land  taxes,  and  renders  impotent  or  nearly  so  anti- specula- 
tive penalty  taxes  and  various  incentives  offered  via  tax  concessions.  This  does 
not  deny  that  agricultural  debtors  may  gain  some  relief  via  inflation  and  agriculture 
as  a  whole  may  gain  some  temporary  price  advantages.  Nor  does  it  rule  out  "a 
little  inflation"  to  get  an  undeveloped  economy  off  dead  center  if  no  alternative  is 
available.  But  it  strongly  suggests  that  inflation  will  weaken  other  fiscal  efforts  to 
promote  improvement  via  incentives  to  agricultural  producers,  and  will  upset 
calculated  fiscal  policies  to  transfer  resources  both  within  the  rural  sector  and 
between  it  and  other  sectors  in  the  interests  of  optimum  development.  In  certain 
settings  or  situations,  then,  the  general  anti-inflationary  objective  may  be  a  super- 
vening one  in  agricultural  tax  policy. 

With  respect  to  the  problem  of  chronic  disguised  unemployment  on  farms  in 
many  parts  of  the  underdeveloped  world,  one  general  fiscal  policy  proposition 
probably  deserves  "  explicit  mention:  in  most  cases,  this  unemployment  is  not 
likely  to  respond  to  expansionary  government  finance  in  the  sense  of  injections  of 
deficit  financing.  Such  compensatory  finance  can  be  successful  where  complemen- 
tary resources  are  available  --  where  productive  capital  and  unused  capacity  are 
also  standing  idle,  waiting  only  for  expansion  of  aggregate  demand  and  ensuing 
profit  opportunities.  As  Duesenberry  and  Nurkse  have  argued,  lack  of  these  com- 
plementary resources  lies  at  the  root  of  underdevelopment,  and  a  misapplied 
Keynesian  dosage  of  deficits  will  create  "either  the  resources  to  match  the  unem- 
ployed manpower"  or  the  increased  productivity  which  is  the  basic  source  of  in- 
creased demand. 24/  It  is  more  likely  to  bid  up  domestic  prices  and  increase 
the  consumers'  goods  component  of  imports. 

In  these,  like  other,  assertions  regarding  the  economies  of  underdeveloped 
countries,  one  must  guard  against  the  implication  of  universality,  either  in  the 
application  or  in  the  acceptance  of  the  stated  position.  Undoubtedly,  there  are 
underdeveloped  countries  where  deficit  finance  will  put  complementary  resources 

24/  Nurkse,  op_.  cit.,  p.  17;  Duesenberry,  James  S.,  "Some  Aspects  of  the  Theory 
of  Economic  Development,"  Explorations  in  Entrepreneurial  History,  Vol.  Ill, 
No.  2,  p.  3. 
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to  work  with  the  unemployed  manpower  and  where  a  high  marginal  propensity  to 
save  or  hoard  will  be  a  further  safeguard  against  the  deficits  running  off  into 
inflation.  For  example,  a  team  of  British  experts  recommended  expansionary 
financing  to  Burma  in  1951.25/  Moreover,  near  the  end  of  the  following  paper, 
Mr.  Papanek  argues  plausibly  (and  with  considerable  persuasion,  given  his  assump- 
tions) that  deficit  financing  and  some  inflation  may,  on  balance,  evoke  favorable 
economic  responses  and  make  positive  contributions  to  economic  development. 26/ 

C.  To  Stimulate  Desired  Changes  in  the  Private  Allocation  and  Use  of  Agricul- 
tural Resources 

By  and  large,  the  objectives  of  taxation  under  this  heading  turn  attention  to 
the  incentive  effects  of  taxation.  Resources  remain  in  private  hands,  but  their 
allocation  and  use  are  influenced  by  tax  rewards  for  desirable  activities  and  tax 
penalties  on  undesirable  activities.  Since  the  writer  has  examined  and  illustrated 
these  uses  of  taxation  in  a  separate  paper  appearing  in  this  volume  (Part  Three, 
No.  3),  only  a  brief  discussion  of  the  objectives  and  the  nature  of  tax  action  to 
accomplish  them  will  be  presented  here.  Whether  actual  tax  burdens  or  differen- 
tials are  large  enough,  relative  to  the  taxpayer's  other  costs  and  income,  to  be  an 
important  influence  on  productive  decisions;  whether  tax  administration  is  equal 
to  the  task  of  applying  incentive  measures;  and  whether  tax  incentives  can  operate 
in  the  non-monetary  segments  of  an  economy  are  open  questions  which  the  follow- 
ing discussion  does  not  attempt  to  answer. 

1.      Change  Allocation  of  Existing  Productive  Resources 

For  various  reasons,  governments  may  wish  to  discourage  some  types  of 
agricultural  production  and  encourage  other  types.  For  example,  Egypt  recently 
introduced  fiscal  measures  to  discourage  production  of  an  export  crop  (cotton)  and 
encourage  production  of  a  domestic  food  crop  (wheat).  Some  Latin  American 
countries  have  done  the  reverse.  Apart  from  foreign  exchange  considerations, 
changes  in  the  pattern  of  crops  may  be  desired  as  part  of  policies  to  change  a 
people's  dietary  habits  or  to  increase  agricultural  productivity.  Governments  have 
it  in  their  power  --  and  many  have  used  this  power  --  to  influence  the  allocation 
of  agricultural  resources  among  different  uses  and  crops  through  differentials  in 
(a)  produce  and  land  taxes  on  particular  types  of  crops  or  plantings  and  (b)  export 
taxes,  tariffs,  and  foreign  exchange  rates  on  crops  that  move  in  international 
trade.  Subsidies  are  also  used  for  such  purposes. 

In  addition  to  stimulating  the  production  of  specific  crops,  such  measures  may 
be  designed  to  change  the  allocation  of  farm  resources  from  subsistence  to  cash 
crops.  Special  taxes  like  the  African  head  tax,  and  changes  in  the  form  of  taxation 

25/  Burma  Ministry  of  National  Planning,  Conference  Papers  on  Current  Economic 
Problems  of  Burma  (195 fr),  pp.  56-59. 

26/  The  difference  in  his  position  and  the  one  expressed  here  appears  to  reflect 
differences  not  only  in  postulates  (concerning,  for  example,  inflationary  versus 
deflationary  biases  in  underdeveloped  countries),  but  also  in  hypotheses  con- 
cerning economic  responses  to  deficits  and  price-level  increases.  For  an 
illuminating  discussion  of  this  issue,  see  Bronfenbrenner,  Martin,  "The  High 
Cost     of     Economic     Development,"     Land     Economics    (May,    August     1953). 
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or    its    assessment    from    an    at-the -market  to  an  on-the-farm  basis,  have  been 
utilized  to  this  end. 

2.  Encourage  More  Intensive  Use  of  Existing  Resources 

A  related  objective  which  taxes  have  been  called  upon  to  serve  is  the  encour- 
agement of  more  intensive  use  of  the  existing  resources  in  agriculture.  To  stimu- 
late cultivators  to  work  harder  (both  in  current  and  capital-forming  activities), 
several  countries  have  adopted  forms  of  taxation  or  methods  of  assessing  taxes 
under  which  tax  liabilities  do  not  increase  proportionately,  or  at  all,  with  increases 
in  output.  Countries  have  also  used  both  general  and  specific  tax  penalty  measures 
to  improve  the  utilization  of  farm  land  which  is  held  idle  or  under-utilized  (e.g., 
used  for  grazing  or  extensive  cultivation  when  it  is  capable  of  intensive  cultivation). 
Surtaxes  and  penalty  taxes  on  arable  land  not  used,  or  fully  used,  in  agriculture 
have  been  enacted  by  countries  like  Brazil  and  Panama  and  have  been  recommend- 
ed by  technical  assistance  missions  to  other  countries  in  Latin  America.  Progres- 
sive land  and  property  taxes  also  lend  themselves  to  this  use.  The  use  of  taxes  to 
accomplish  changes  in  land  tenure  is  also  relevant  here,  especially  where  taxes 
promote  shifts  of  land  ownership  to  small  cultivators,  thereby  increasing  their 
incentives  to  work  harder  and  produce  more. 27/ 

3.  Stimulate  New  Productive  Investment  (and  Discourage  Speculative  Invest- 
ment) in  Agriculture 

Many  countries  have  sought  to  stimulate  capital  development  of  land  by  tax 
concessions  for  investments  in  land  structures  and  improvements  under  land, 
property,  and  income  taxes.  This  may  be  done  by  taxing  only  unimproved  land 
values  as  in  Australia  and  New  Zealand,  by  granting  exemptions  for  specific  types 
of  improvement,  by  granting  accelerated  depreciation  under  income  taxes,  and  the 
like.  Occasionally,  heavy  taxes  on  landlords  may  have  desirable  investment  effects 
by  inducing  them  to  increase  their  incomes  through  agricultural  improvement 
rather  than  merely  through  rent  and  interest  exploitation  of  cultivators. 

Penalty  taxes  to  discourage  speculative  investment  and  "prestige  investment" 
in  land  tend  to  have  the  indirect  effect  of  encouraging  active  rather  than  passive 
use  of  land  and  hence  productive  rather  than  speculative  investment.  Such  devices  as 
transfer  taxes,  progressive  land  value  increment  taxes,  and  general  or  special 
taxes  on  capital  gains  have  been  used  for  this  purpose. 

Another  objective  which  might  be  served  by  incentive  tax  measures  is  to  make 
available  for  productive  investment  some  of  the  funds  that  now  flow,  perforce,  into 
usurious  interest  payments  for  private  credit.  For  example,  as  suggested  in  the 
next  paper,  a  steeply  progressive  income  tax  on  interest  payments  might  be  used 
for  this  purpose.  Such  a  tax,  assuming  that  it  could  be  made  effective,  would  siphon 
off  some  of  the  usurious  gains  for  collective  use  even  though  it  might  not  bring 
about  a  reduction  in  interest  charges  on  rural  credit. 

27/  Broadly  conceived,  these  stimuli  toward  fuller  use  of  agricultural  labor,  land, 
and  capital  resources  might  also  be  placed  under  the  preceding  heading  in  the 
sense  that  they  typically  involve  a  shift  of  manpower  from  leisure  to  work  and 
of  land  and  capital  from  low-intensity  to  high-intensity  uses. 
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4.      Motivate  Shifts  of  Agricultural  Labor  to  Non-Agricultural  Pursuits 

Probably  the  largest  single  source  of  capital  formation  that  agriculture  has  to 
offer  developing  economies  is  the  surplus  of  rural  labor  which  already  exists  in 
the  overpopulated  countries  or  which  may  be  created  by  increases  in  agricultural 
productivity  in  land-abundant  economies.  While  some  of  the  surplus  (especially 
where  it  is  seasonal)  call  for  development  of  rural  employment  opportunities,  the 
major  problem  is  how  to  make  the  surplus  available  for  employment  in  industry, 
usually  in  urban  centers.  How  to  draw  or  push  surplus  workers  out  of  the  agricul- 
tural sector  for  productive  use  in  other  sectors,  how  to  capture  for  their  consump- 
tion off  the  farm  the  food  which  they  previously  consumed  on  the  farm,  and  how  to 
obtain  for  further  developmental  investment  a  goodly  share  of  the  net  increase  in 
productivity  which  is  associated  with  their  shift  into  non-agricultural  pursuits  are 
policy  problems  for  the  solution  of  which  underdeveloped  countries  may  look  in 
part  to  their  fiscal  mechanism.  Most  of  what  can  be  done  by  taxation  to  serve  this 
external  objective  probably  depends  on  the  income,  or  fiscal,  effects  rather  than 
the  incentive  effects  of  taxation,  and  thus  belongs  under  the  next  heading,  but  it  is 
conceivable  to  put  taxes  in  a  form  which  will  stimulate  movement  of  redundant 
labor  off  the  farm.  The  African  head  taxes  have  been  used  in  this  way;  in  fact,  in 
some  parts  of  Africa,  this  tax  push  to  the  urban  centers  has  been  overdone.  More- 
over, the  use  of  capitation  taxes  involves  obvious  violations  of  tax  equity  as  usually 
conceived. 

D.      To  Mobilize  and  Redirect  Resources  via  Government 

Although  the  ultimate  economic  objectives  under  this  heading  may  in  many 
cases  be  similar  to  those  under  the  preceding  heading,  the  demands  they  may  make 
on  taxation  appear  in  a  quite  different  form.  In  the  preceding  category,  fiscal  policy 
serves  economic  objectives  by  (l)  utilizing  the  motivational  aspects  of  taxation 
without  making  direct  government  expenditures  (though  indirect  outlays  in  the 
form  of  reduced  tax  revenues  may  be  involved  if  the  revenue  lost  through  tax 
concessions  is  not  restored  by  tax  increases  elsewhere);  (2)  leaving  resources 
in  private  hands  and,  therefore,  subject  to  decentralized  decision-making;  and 
(3)  changing  the  form  and  structure  of  taxation  rather  than  its  level.  The  group 
of  economic  effects  to  which  we  now  turn  (l)  relies  on  the  income  and  resource 
transfer  effects  of  fiscal  measures  and  involves  both  revenue  raising  and  expendi- 
ture by  government;  (2)  is  achieved  by  channeling  resources  into  government 
hands  and  guiding  their  use  by  centralized  decisions;  (3)  operates  through  the 
levels  of  taxation  as  a  whole  and  the  proportion  of  revenues  raised  from  and  chan- 
neled to  the  agricultural  sector  vis  a  vis  other  sectors. 

Lying  behind  the  formulation  of  specific  objectives  for  taxation  on  this  score 
are  basic  policy  decisions  concerning  (a)  the  appropriate  balance  between  govern- 
mental and  private  use  of  resources,  with  a  relative  shift  from  private  to  govern- 
mental use  being  widely  accepted  as  implicit  in  the  developmental  process,  espe- 
cially in  its  early  stages;  (b)  the  desirable  ratio  of  savings  to  consumption  out  of 
a  given  income  and  out  of  an  expanding  national  income;  and  (c)  the  balance  between 
agricultural  and  non-agricultural  use  of  resources,  depending  in  large  part  on  the 
appraisal  of  the  relative  contributions  which  the  two  sectors  can  make  to  economic 
development  (and  depending  also,  of  course,  on  non-economic  goals  and  values). 
Issues    that    arise    in  formulating   policy   on  these   basic  questions  are  discussed 
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below,  and  are  examined  more  intensively  in  the  succeeding  paper. 

1.  Change  Balance  Between  Private  and  Public  Control  of  Resources 

Both  the  equity  and  the  efficiency  goals  associated  with  programs  for  develop- 
ing backward  economies  tend  to  call  for  increased  governmental  participation  in 
economic  processes,  consequently  burdening  the  tax  system  with  heavier  revenue- 
raising  duties. 28/  In  the  early  stages  of  development,  government  is  called  upon 
to  provide  many  of  the  requisites  for  greater  private  participation  in  the  later 
stages  of  development.  The  external  economies  provided,  for  example,  by  trans- 
portation, power,  and  communication  facilities,  by  general  education,  by  training 
in  various  skills,  and  by  development  of  storage  and  market  facilities  are  often  a 
prerequisite  to  profitable  private  investment.  To  provide  such  facilities  and  ser- 
vices in  the  absence  of  foreign  aids  or  loans  or  voluntary  domestic  loans  of  a  non- 
inflationary  nature  requires  taxes  which  forcibly  reduce  private  consumption  (and 
to  some  extent,  investment)  below  the  levels  they  would  otherwise  attain. 

In  considering  taxes  as  a  source  of  developmental  capital,  one  should  perhaps 
note  that  the  transfer  of  resources  to  government  does  not  necessarily  rule  out  the 
investment  of  those  resources  by  private  investors.  By  channeling  government  tax 
funds  either  into  specialized  corporations  or  commissions  for  industrial  or  agri- 
cultural development  (the  latter  having  been  used,  for  example,  in  Latin  American 
countries)  or  by  repaying  bank -held  government  debt,  the  savings  for  development 
purposes  can  be  forcibly  assembled  by  government  and  then  made  available  to 
private  investors.  The  government  performs  the  act  of  saving  while  the  private 
sector  performs  the  act  of  investing. 

Not  only  in  its  role  as  a  source  of  savings  for  development  but  also  as  a  sup- 
plier of  various  current  services,  as  a  regulator  of  prices,  and  as  a  generator  of 
reform  in  land  tenure,  government  is  called  upon  to  play  a  large  role  in  under- 
developed agrarian  economies.  Reflecting  this  reliance  on  government  for  improve- 
ment in  agriculture,  for  example,  the  Regional  Meeting  of  the  Food  and  Agriculture 
Organization  on  Food  and  Agriculture  in  Asia  and  the  Far  East,  1953,  stated: 
"The  three  essential  conditions  for  building  up  and  maintaining  an  efficient  and 
strong  farming  community  are:  security  of  tenure,  availability  of  credits  and 
market  outlets  at  remunerative  prices.  All  these  features  should  be  incorporated 
into  a  framework  of  government  services,  including  education,  advisory  services 
and  re  search.  "29/ 

2.  Change  Ratio  of  Savings  to  Consumption 

One  of  the  main  problems  of  most  underdeveloped  economies  is  to  generate 
increased  savings  and  channel  a  larger  proportion  of  them  into  productive  invest- 
ment. In  relation  to  the  rate  and  type  of  capital  accumulation  required  for  economic 
development,   private   domestic    savings   are   typically  not  only  far  too  meager  but 

28/  See,  on  this  point,  the  discussion  at  the  beginning  of  Sec.  II  of  the  paper 
"Fiscal  Policies  for  Underdeveloped  Economies"  (Part  Two,  No.  1,  this 
volume). 

29/   Food    and    Agriculture    Organization,    Agriculture   in   Asia   and  the  Far  East 

~~     (October  1953),  p.  40. 
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often  misdirected  into  speculative  investment  in  real  estate  and  inventories, 
luxury  housing,  and  hoarding  of  precious  metals  and  foreign  exchange.  Nations 
may  wish  to  employ  taxation  to  accomplish  collectively  and  compulsorily  the  tasks 
which  the  private  economy  will  not  or  cannot  accomplish  individually  and  volun- 
tarily: (a)  to  capture  for  developmental  purposes  the  savings  that  would  other- 
wise be  misdirected,  and  (b)  to  increase  the  proportion  of  savings  to  national 
income  at  the  initial  stage  of  development  (the  nation's  average  propensity  to 
save)  as  well  as  the  proportions  of  increments  in  national  income  that  are  saved 
(its  marginal  propensity  to  save).30/ 

(a)     Capital  Needs  in  Agriculture 

What  forms  do  the  pressing  needs  for  additional  savings  take  in  the  agricul- 
tural sector?  In  other  words,  what  are  the  basic  capital -forming  functions  which 
compulsory  saving  through  taxation  might  perform  for  agriculture  in  a  program 
of  economic  development? 

The  first  need  is  on  the  borderline  between  consumption  and  investment, 
namely,  the  need  for  improvements  in  human  productive  capacity  via  such  meas- 
ures as  health,  sanitation,  education,  special  training,  and  agricultural  extension. 
Such  investment  in  human  beings  is  both  directly  capital -forming  in  increasing 
their  capacity  and  skill  in  agricultural  work  and  indirectly  in  teaching  and  demon- 
strating to  them  how  to  preserve  and  increase  the  fertility  of  their  soil,  make 
optimum  use  of  available  water  resources,  etc. 

A  second  need  as  it  confronts  agriculture  --in  fact,  most  critically  so  -- 
is  the  need  for  short-term  credit  during  the  growing,  harvesting,  and  marketing 
periods;  intermediate-term  capital  for  investment  in  orchards,  livestock,  machin- 
ery, and  the  like;  and  long-term  capital  for  purchase  and  basic  improvement  of 
land.  A  most  pressing  need  in  most  countries  is  the  replacement  of  the  present 
system  of  middle-man  credit,  i.e.,  credit  offered,  often  on  usurious  terms,  by 
traders,  processors  or  other  purchasers  of  farm  crops  --  in  the  form  either  of 
high  interest  rates  or  of  low  purchase  prices  fixed  as  a  condition  of  granting  the 
credit.  Some  form  of  government- supported  credit,  either  through  co-operatives 
or  otherwise,  is  the  fiscal  solution  often  urged. 

Third,  very  pressing  also  is  the  need  for  social  overhead  investment  in 
schools,  hospitals,  and  demonstration  centers  in  connection  with  the  "human 
capital  formation"  mentioned  above;  in  agricultural  research;  in  roads  and  other 
transport  facilities;  in  irrigation,  flood  control,  and  power  development;  and  in 
warehousing  and  distribution  facilities  for  farm  produce. 

Fourth  are  the  capital  needs  on  the  borderline  between  private  and  government 
activity:  for  small-scale  irrigation  and  reclamation  projects  for  on-the-farm 
storage  and  perhaps  processing  facilities,  for  fertilizer  and  improved  seeds  and 
implements.  More  often  than  not,  private  investment  efforts  in  those  areas  must 
be  buttressed  by  government  subsidies  in  cash  or  kind,  subsidized  credit,  or,  less 
frequently,  direct  participation. 

30/  For  an  illuminating  discussion  of  the  role  of  public  finance  in  overcoming  the 
high  propensity  to  consume  in  underdeveloped  countries  by  using  taxation  as 
an     instrument     of    compulsory    saving,     see    Nurkse,    op.    cit.,  pp.  142-154. 
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(b)     Instruments  for  Mobilizing  Savings 

Taxation  is  generally  considered  superior  to  other  instruments  for  mobilizing 
savings  via  government.  Although  inflation  has  been  used--  sometimes  by  design 
but  more  often  by  chance  --to  force  savings  for  developmental  investment,  it  is 
generally  frowned  upon  both  for  its  perverse  distributional  effects  and  because  it 
tends  to  become  self-defeating  in  (a)  channelling  savings  into  unproductive  forms 
which  serve  as  a  good  hedge  against  inflation  and  (b)  eventually  undermining  the 
mass  propensity  to  save,  however  small,  that  previously  existed. 

Mobilization  of  savings  by  government  via  voluntary  loans  to  government  is 
made  difficult  by  (a)  the  low  level  of  voluntary  saving;  (b)  the  lack  of  an  organized 
capital  or  money  market  through  which  to  absorb  small  savings;  (c)  the  lack  of  a 
hedge  against  inflation  in  government  bonds;  (d)  the  difficulty  of  matching,  even 
with  differences  in  risk  and  liquidity  considered,  the  rates  of  return  on  alternative 
loan  or  equity  uses  of  the  funds. 

If  inflation  and  voluntary  lending  are  ruled  out  --  and  assuming  foreign  capital 
is  unavailable,  at  least  in  sufficient  volume  --only  forced  saving  by  direct  govern- 
ment action  is  left.  Under  authoritarian  regimes,  this  can  be  accomplished  by 
confiscation  of  real  resources  through  compulsory  delivery  of  property,  labor,  and 
produce  to  the  government  without  compensation.  Payment  of  taxes  in  kind  instead 
of  in  money  may  also  have  some  of  this  flavor,  though  not  necessarily  so.  Finally 
there  remains  the  transfer  of  financial  resources  to  government  via  taxation  or 
compulsory  lending. 31/  The  use  of  these  instruments  (mainly  taxation,  but  in 
Israel,  India,  and  Finland,  for  example,  compulsory  loans  have  also  been  used) 
for  capital  development  purposes  has  been  quite  widespread.  The  Japanese  case 
is  classic;  Latvia  and  Poland  followed  this  path  in  the  inter-war  period;  some  of 
the  Western  European  countries  have  done  so  since  World  War  II;  and  certain 
mono-cultural  economies  with  favorable  terms  of  trade  are  doing  so  at  present. 
(The  examples  of  Burma  and  Guatemala  are  again  in  point  here.) 

Some  basic  specifications  for  tax  measures  that  are  called  upon  to  minimize 
the  quantum  of  savings  available  for  economic  development  readily  suggest  them- 
selves: (l)  they  should  tread  heavily  on  incomes  which  are  most  likely  to  flow 
into  conspicuous  consumption,  speculative  investment,  and  hoarding  but  more 
lightly  on  incomes  which  are  derived  from  productive  investment  and  are  likely 
to  be  ploughed  back  into  such  investment;  (2)  spending  in  general  should  be  penal- 
ized relative  to  saving,  either  by  such  crude  devices  as  various  excise  and  con- 
sumption taxes  or  by  more  refined  devices  like  progressive  spending  taxes, 
preferential  treatment  of  savings  under  income  taxes,  and  compulsory  lending  or 
saving  schemes;  (3)  increases  in  income  realized  from  economic  development, 
especially  where  government  has  played  a  large  hand,  should  be  tapped  with 
progressive  income  taxes.  Leaving  out  the  refined  measures  that  seem  beyond  the 
administrative  capacity  of  most  underdeveloped  (and  many  developed)  countries, 
one  sees  some  of  the  dilemmas  faced  by  tax  policy:  ordinary  consumption  taxes 
are  hardly  consonant  with  equity  as  commonly  interpreted;  placing  progressive 
income   taxes   on  the    rewards   for  increased  marginal  effort  is  hardly  consonant 

31/    For  discussion  of  these  alternative  methods  in  application  to  Asian  countries, 
see  the  preceding  paper,  Sec.  I. 
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with  maximizing  incentives  to  private  work  and  risk-taking.  Social  security  taxes, 
which  have  become  an  increasingly  important  source  of  small  savings  in  Latin 
America,  may  resolve  the  dilemma  in  part  by  mitigating  through  insurance 
benefits  the  regressive  impact  and  disincentive  effects  of  the  tax  levies. 

While  citing  difficulties,  one  may  also  note  that  the  preceding  discussion  has 
assumed  that  governments  would  hold  current  expenditures  to  a  minimum  and  would 
actually  convert  taxes  into  compulsory  saving  for  developmental  investment  uses. 
To  do  so  in  the  face  of  pressure  for  various  competing  expenditures  for  military 
purposes,  current  services  and  the  like,  is  not  an  easy  task. 

3.      Transfer  Resources  Within  and  Between  Sectors 


The  combined  process  of  increasing  government's  role  in  the  economy  and 
placing  tax-forced  savings  at  the  disposal  of  developmental  efforts  involves  sub- 
stantial resource  transfers  (a)  from  one  group  to  another  within  the  agricultural 
sector  (and  even  to  some  extent,  taxing  away  consumption  funds  and  returning  them 
to  the  taxed  group  as  investment  funds  or  projects)  and  (b)  from  one  sector  to 
another.  In  examining  these  resource  transfers,  one  should  note  first,  that  all 
outflows  to  government  and  inflows  from  government  (or  via  government  regulation) 
have  to  be  taken  into  account  to  net  out  intra- sectoral  and  inter- sectoral  transfers, 
but  second,  that  while  both  capital  and  current  expenditures  must  be  taken  into 
account,  it  is  the  investment  transfers,  both  within  the  rural  sector  and  between  it 
and  the   urban   sector,   which   are   of  primary  interest  in  a  developmental  context. 

(a)     Transfers  Within  the  Rural  Sector 

Developmental  policy  may  have  a  decided  interest  in  intra- sectoral  transfers 
in  agriculture.  One  facet  of  this  is  upper-to-lower-income  -group  shifts.  Through 
heavy  emphasis  on  consumption  taxes  in  most  underdeveloped  countries,  combined 
with  the  lack  of  progressive  income  and  wealth  taxes  and  the  reduction  of  relatively 
fixed  land  tax  burdens  by  upward  drift  in  price  levels  or  outright  inflation,  the 
upper  income  groups  are  often  very  lightly  taxed.  In  agriculture,  this  suggests  that 
shifts  of  income  and  land  from  the  landed  aristocracy  to  the  landless  peasants  can, 
under  certain  circumstances,  contribute  to  both  the  incentive  for  and  the  financing 
of  agricultural  improvement.  Other  types  of  intra- sectoral  shifts  of  resources  via 
taxation  and  government  spending  may  also  be  made  --  e.g.,  from  private  agricul- 
tural consumption  to  government  extension  services,  research,  credit  and  market- 
ing facilities,  irrigation  projects,  etc.,  or  from  one  type  of  domestic  crop  to 
another,  or  from  an  export  crop  to  domestic  food  crops. 

Other  aspects  of  the  intra- sectoral  resource  transfers  are  also  intriguing.  It 
is  misleading  to  think  of  collective  savings  only  as  a  global  pool  carved  out  of  the 
economy  by  taxation,  and  available  for  allocation  to  one  sector  or  another  accord- 
ing to  relative  productivity  of  the  investments.  It  may  well  be  that  much  saving  is 
specific  to  agriculture,  that  part  of  the  unmobilized  capital-forming  resources  in 
the  agricultural  sector  can  be  mobilized  only  for  that  sector.  For  example,  it  may 
be  in  non-monetary  form,  embodied  in  the  work  capacity  of  the  cultivators.  De 
Vries  estimates  that  individual  non-monetary  investment  by  farmers  (use  of  labor, 
improvement  of  land,  increase  in  cattle,  orchards  and  tree  crops)  "still  accounts 
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for  perhaps  80-90  per  cent  of  all  capital  accumulation  in  the  agriculture  of  the 
world."  He  argues  that  this  source  of  capital  can  be  mobilized  in  two  ways:  (l)  by 
giving  farmers  incentives,  particularly  the  incentive  of  markets  and  provision  of 
marketing  facilities  and  (2)  by  an  inter- sectoral  transfer  of  savings  to  enable  the 
farmer  to  exploit  this  self-saving,  non-monetary,  source  of  capital  formation. 32/ 
The  problem  is  to  motivate  the  cultivators  to  utilize  their  labor  in  capital-forming 
ways  (intermediate  and  long-run  improvements),  not  just  current-output-increasing 
ways.  To  accomplish  this  requires  all  the  incentives  needed  for  intensifying  current 
productive  effort,  plus  some  security  of  tenure,  preferably  through  actual  owner- 
ship, but  alternatively  through  terms  of  tenancy  agreements  or  contracts. 

Insofar  as  taxpayer  resistance  to  fiscal  measures  for  compulsory  savings  may 
reduce  the  amount  of  capital  funds  that  the  agricultural  sector  will  yield  for  devel- 
opmental purposes,  the  fiscal  device  of  special  assessments  may  be  useful.  This 
suggests  that  the  process  of  earmarking  the  proceeds  of  a  tax  levy  not  merely  for 
the  agricultural  sector  but  for  specific  projects  benefiting  the  taxpayers  may  in- 
crease the  sum-total  of  agricultural  savings  for  development  purposes  by  enlisting 
funds  that  might  not  otherwise  be  forthcoming.  E.  R.  Schlesinger  suggests  that 
projects  for  drainage,  flood  control,  irrigation,  and  highway  transportation  in  rural 
areas  --  all  of  which  may  be  classified  as  agricultural  land  improvement  projects 
--  lend  themselves  to  special-assessment  financing. 33/  Since  the  benefits  are 
localized  and  visible  and  tend  to  increase  farm  productivity  and  income  far  more 
than  costs,  the  special  assessment  technique  of  making  rural-to-rural  transfers 
via  government  may  mobilize  developmental  resources  that  could  not  be  mobilized 
either  through  more  general  but  less  identifiable  agricultural  measures  or  through 
rural-to-urban  transfers. 

Where  governments  make  rural-to-rural  transfers  via  generalized  tax  methods 
combined  with  subsidies,  the  latter  can  be  in  the  form  of  either  (l)  direct  monetary 
rewards  to  guide  private  activity  into  desired  channels  or  (2)  provision  of  the  pro- 
duction requisites  in  the  form  of  seeds,  fertilizer,  water,  implements,  and  the  like. 
Here  a  direct  policy  choice  may  have  to  be  made  between  (a)  tax  incentives  in  the 
form  of  concessions  and  exemptions  which  reduce  revenues  and  (b)  maintenance 
of  tax  rates  combined  with  use  of  the  proceeds  for  subsidies  in  money  or  produc- 
tion requisites.  Both,  in  turn,  are  alternative  to  direct  government  investment  in 
the  agricultural  sector. 34/ 

32/  De  Vries,  Egbert,  "New  Sources  of  Capital  for  Agriculture,"  International 
Conference  on  Agricultural  and  Cooperative  Credit  (1952),  Vol.  1,  pp.  311-315. 
De  Vries  says,  "My  main  thesis  would  be  that  the  principal  source  of  capital 
for  agricultural  development  everywhere  is  what  the  farmers  invest  them- 
selves, which  has  to  be  supported  by  capital  out  of  the  total  savings  of  the 
nation  for  the  reason  that  farmers'  savings  are  not  sufficient  for  rapid  devel- 
opment." Jjbid.,  p.  315. 

33/  For  a  discussion  of  some  aspects  and  possibilities  of  special  assessments  in 
this  context,  see  Schlesinger,  E.  R.,  The  Use  of  Special  Assessments  to 
Finance  Development  Projects.  International  Bank  for  Reconstruction  and 
Development  (July  15,  1953). 

34/  It  should  perhaps  be  noted  that  rural-to-rural  resource  transfers  are  not 
necessarily  transfers  from  agriculture  to  agriculture  (as  a  productive  sector), 
but    may    be    to  industry.   That  is,   agricultural  tax  proceeds  may  be  used  to 
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(b)     Inter-Sectoral  Transfers 

This  leaves  for  examination  the  transfers  from  the  urban  sector  to  government 
for  investment  in  the  rural  sector.  The  conflict  between  this  type  of  transfer  and 
the  reverse  --  from  the  rural  to  the  urban  sector  --  involves  some  of  the  most 
basic  issues  that  have  to  be  faced  in  setting  up  the  structure  of  taxation  for  eco- 
nomic development  in  underdeveloped  countries.  Whereas  transfers  within  the 
agricultural  sector  may  pit  higher  against  lower  income  groups,  large  landholders 
against  landless  tenants,  and  so  on,  this  issue  pits  the  agricultural- rural  sector 
against  the  industrial-urban-commercial  sector.  It  involves  both  deep  political 
conflict  and  sharp  economic  controversy.  Additionally,  conclusions  reached  for 
one  economy  or  one  time  period  may  be  quite  inapplicable  to  other  areas  and  times. 

In  a  systematic  survey  of  the  "agriculture  versus  industry"  issue  in  the  next 
paper,  Mr.  Papanek  summarizes  the  series  of  economic  arguments  advanced, 
respectively,  for  industrialization  and  for  agricultural  development.  His  summary 
serves  to  reinforce  the  impression  that  the  "great  debate"  on  the  economics  of 
agricultural  versus  industrial  development  turns  largely  on  a  false  issue.  For  when 
all  costs  and  benefits  are  counted,  some  industrialization  often  proves  to  be  indis- 
pensable to  agricultural  improvement,  while  agricultural  development  is  often  a 
sine  qua  non  of  industrialization.  The  particular  balance  to  be  struck  between 
different  sectors  will  undoubtedly  differ  from  country  to  country  and  from  one 
stage  of  development  to  another.  For  example,  it  may  be  necessary  to  transfer 
resources  from  industry  to  agriculture  at  an  early  stage  in  order  to  develop  the 
latter  as  a  source  of  funds  for  industrialization  at  a  somewhat  later  stage.  Or  the 
two  may  have  to  go  hand  in  hand. 

The  United  Nations  study,  Land  Reform,  adds  some  interesting  observations 
on  this  subject,  as  follows: 

Within  the  framework  of  the  existing  agricultural  system,  this  idle 
man-power  cannot  be  utilized;  it  can  only  be  absorbed  by  a  diversifica- 
tion of  the  national  economy  through  industrialization.  With  the 
absorption  of  surplus  labor  into  industry,  and  the  elimination  of  wasted 
labor  in  agriculture,  the  value  of  human  labor  in  agriculture  would 
rise,  and  this  rise  should  tend  to  promote  the  introduction  of  agricul- 
tural machinery  .... 

The  only  method  by  which  the  evil  of  holdings  below  subsistence 
levels  can  be  eliminated  are  greater  intensification  of  agricultural 
production,  to  increase  the  income  from  the  farm,  and  greater  diver- 
sification of  production  through  industrialization  to  draw  off  surplus 
labor  from  the  land  .... 

It  is  difficult  .  .  .  to  envisage  any  long-term  increase  in  agricultural 
productivity  in  rurally  over-populated  countries  without  a  greater 
measure  of  industrial  development.  Industrialization  can  aid  the 
increase  of  agricultural  production  directly,  by  providing  a  market 
for   its   produce,    either  through  the  expansion  of  the  urban  market,  or 

34/  (Continued)  subsidize  cottage  industries.  This  provides  employment  for  redun- 
dant or  underemployed  agricultural  labor,  but  there  is  nevertheless  a  transfer 
from  agricultural  activity  to  small-scale  on-the-farm  industry. 
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through  the  expansion  of  the  demand  for  agricultural  raw  materials; 
and  indirectly,  by  providing  alternative  means  of  employment  for  the 
rural  population.  At  a  more  advanced  stage,  industrial  development 
can  raise  the  level  of  productivity  in  agriculture  in  yet  another  way, 
by  providing  fertilizers,  equipment,  electric  power,  and  water  to  the 
farming  population. 35/ 

Leaving  aside  the  developmental  resources  which  can  be  mobilized  only  on  an 
intra- sectoral  basis,  the  question  of  whether  the  net  flow  of  developmental 
resources  should  be  into  or  out  of  the  agricultural  sector  depends  on  the  relation- 
ship between  (l)the  optimal  agriculture-versus-industry  allocation  of  the  resources 
made  available  for  development  by  government  action  and  (2)  the  sources  from 
which  such  resources  are  drawn.  In  strongly  agrarian  economies,  the  basic  fund 
of  real  resources  that  can  be  freed  for  development  consists  largely  of  (a)  the 
potential  output  of  partially  or  totally  unemployed  labor  on  farms,  especially  in 
the  over-populated  land-scarcity  countries  of  the  world  (mostly  in  Southeast  Asia, 
though  pockets  of  unemployment  may  also  be  found  in  countries  like  Peru);  and 
(b)  the  improvement  of  methods  and  techniques  in  agriculture,  which  can  release 
a  large  fund  of  labor  for  capital  formation,  especially  in  the  under-populated  land- 
rich  countries  of  the  world  (e.g.,  in  most  countries  of  South  America).  "Where 
human  energy  is  mostly  occupied  in  food  production  .  .  .  greater  efficiency  in  that 
activity  is  a  basic  source  of  accumulation.  But  the  fruits  of  advance  in  farm  pro- 
ductivity cannot  be  retained  by  the  farmer  .  .  .  "36/ 

Here,  of  course,  is  the  problem  for  public  finance.  The  food  which  the  trans- 
ferred surplus  labor  previously  consumed  on  the  farm  must  somehow  be  wrested 
from  the  persons  remaining  on  the  farms  rather  than  being  used  by  the  latter  to 
increase  their  own  standards  of  living.  Thus,  what  may  be  a  costless  or  even  a 
negative-cost  transfer  of  resources  (unemployed  labor)  from  the  agricultural  to 
the  industrial  sector  in  terms  of  productivity,  involves  considerable  cost  in  terms 
of  the  pains  involved  in  taking  the  food  away  from  the  rural  economy.  In  effect,  the 
farmer  must  be  forced  to  part  with  food  that  would  otherwise  go  into  higher  living 
standards  of  those  remaining  on  the  farm.  To  do  this  requires  either  (l)  taxes  in 
money  which  force  greater  deliveries  to  market,  or  (2)  taxes  in  kind  or  compulsory 
sales  to  the  government,  or  (3)  changed  price  relationships  between  the  rural  and 
urban  sectors.  The  first  two  methods  may  encounter  great  resistance.  Hence, 
governments  of  developing  countries  may  be  attracted  by  quasi-tax  measures  like 
reduced  prices  paid  by  monopsonistic  marketing  boards  or  by  manipulation  of 
controlled  prices  to  achieve  the  desired  shift. 

Concerning  the  difficulties  of  government  finance  in  this  connection,  some 
comments  by  Singer  are  most  pertinent: 

"Finance  is  a  very  real  limitation  to  economic  development  programs, 
in  addition  to  the  limitations  set  by  the  scarcity  of  real  factors  of  pro- 
duction. The  real  resources,  in  excess  of  immediate  consumption 
needs,  may  well  be  available  in  underdeveloped  countries,  but  they  may 
take  the  form  of  excess  food  available  on  subsistence  farms  in  the 
interior    of    the    country,    and    consumed  on  the    spot.  The  resources 

35/   United  Nations,  Land  Reform,  op.  cit.,  pp.  84-85. 
36/   Nurkse,  op.  cit.,  p.  54. 
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required  for  the  execution  of  development  programs  may  be  machinery, 
or  food  -  probably  a  different  kind  of  food  -  suitable  for  feeding  indus- 
trial workers  in  the  towns.  Now,  it  is  a  long  and  difficult  process  to 
transform,  by  suitable  financial  methods,  the  surplus  food  on  farms 
into  resources  suitable  for  economic  development.  No  doubt,  ideal 
schemes  of  financial  mobilization  of  excess  incomes  of  subsistence 
farmers  for  the  financing  of  economic  development  can  be  devised,  but  I 
suggest  that  in  the  reality  of  underdeveloped  countries  the  possibilities 
of  such  mobilization  must  be  limited.  In  that  general  sense,  I  think  it 
can  be  maintained  that  financial  possibilities  themselves  represent  a 
real  limitation,  or  ceiling,  for  development  programs.  This  ceiling 
may  be  lower  than  the  ceiling  set  by  the  scarcity  of  real  factors. "37/ 

Apart  from  the  fundamental  distinction  between  under-populated  and  over- 
populated  countries,  many  other  economic  and  structural  differences  will  condition 
appropriate  fiscal  action  to  accomplish  capital- resource  transfers.  For  example, 
in  some  cases,  it  may  be  possible  through  an  improvement  of  terms  of  trade  to 
transfer  resources  from  foreign  economies  to  the  governmental  development  pro- 
gram by  export  tax  increases,  exchange  rate  manipulations,  or  price  increases  by 
marketing  boards.  Countries  are  very  differently  situated  with  respect  to  such 
opportunities:  India's  pattern  of  trade  was  such  that  it  derived  little  net  benefit 
from  the  post-Korean  spurt  in  raw  materials  prices,  while  countries  like  Malaya 
profited  handsomely.  Differences  with  respect  to  dependence  on  foreign  sources  of 
food  will  also  condition  fiscal  programs  for  development  as  they  affect  agriculture. 
In  one  economy,  increased  investment  in  agriculture  may  lower  food  imports  and 
hence  make  more  foreign  exchange  available  for  development,  while  in  another, 
such  investment  may  increase  the  supply  of  an  export  crop  facing  an  inelastic 
world  demand,  thereby  causing  a  worsening  in  the  terms  of  trade. 

Countries  also  differ  sharply  in  the  particular  strategic  factors  or  bottlenecks 
which  are  hindering  agricultural  and  other  economic  development.  In  one  country, 
it  may  be  lack  of  markets  to  absorb  the  surplus  which  might  be  created  by  agricul- 
tural development.  38/  For  others,  it  may  be  the  land  tenure  system  (in  the  broad 
est  sense)  which  either,  through  insecurity  of  tenure,  promises  no  one  a  certain 
reward  for  additional  efforts  or,  through  separation  of  ownership  and  operation, 
lets  the  landlords  reap  the  rewards  for  the  cultivators'  efforts.  The  value  systems 
of  the  society  in  question  may  belittle  economic  gain,  or  ignorance  or  custom  or 
tradition  may  interfere  with  the  realization  of  economic  opportunities.  Lack  of 
credit  facilities  appears  to  be  the  crucial  need  in  many  agrarian  economies,  both 
to  facilitate  changes  in  technology  and  organization  and  to  obtain  fertilizer,  tools, 
and  so  on.  The  list  could  be  lengthened  considerably,  but  the  basic  point  remains 
the  same,  namely,  the  necessity  of  adapting  fiscal  measures  to  particular  sets  of 
circumstances.  3  9/ 

37/    Singer,  H.  W.,  op.  cit.,  p.  23. 

38/  United  Nations,  Aspects  of  Economic  Development  in  Africa,  op.  cit.,  pp.  7-8, 
suggests  that  this  is  the  case  in  much  of  Africa. 

39/  Most  of  the  writers  on  economic  development  have  their  own  lists  of  limiting 
factors.  See,  for  example,  United  Nations,  Measures  for  the  Economic  Devel- 
opment of  Under- Developed  Countries,  Chapter  III;  Tolley,  Howard,  "Farmers 
in  a  Hungry  World,"  Proceedings  of  the  American  Philosophical  Society, 
Vol.  95,  pp.  56-58. 
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4.      A  Case  Study  of  "Forced-Draft"  Development 

As  an  illustration  of  the  preceding  problems  in  actual  application,  the  exper- 
ience of  Japan  is  both  classic  and  instructive.  A  brief  review  of  the  developmental 
process  as  it  affected  the  agricultural  sector  brings  out  "the  contribution  of  agri- 
cultural progress  as  a  source  of  funds  for  industrialization  ....  "40/  The  essence 
of  the  process  was  to  increase  productivity  in  agriculture;  draw  the  increases  away 
by  heavy  taxation  (mostly  on  land);  and  channel  the  funds  into  industry. 

Farm  labor  productivity  was  approximately  doubled  in  the  period  from  1885 
to  1915,  chiefly  through  improved  techniques,  especially  more  liberal  use  of 
fertilizer  and  improvement  of  rice  strains.  Improvements  in  water  and  pest 
control  and  in  cultivation,  transplanting,  and  weeding  also  made  substantial  contri- 
butions. The  emphasis  was  on  land- saving,  capital-extensive,  and  small-farm 
improvements  introduced  into  a  framework  of  hand  agriculture.  Moderate  govern- 
ment investments  in  agricultural  experiment  stations,  schools,  and  the  like  were 
of  great  importance  in  improving  agricultural  technology. 

In  spite  of  the  great  increase  in  productivity,  "there  is  ample  evidence  that 
there  was  only  a  limited  improvement  in  the  levels  of  living  of  the  farm  popula- 
tion.'^ 1/  How,  then,  was  the  increase  siphoned  off  and  utilized  for  capital  accumu- 
lation and  industrial  development?  Heavy  land  taxes  were  the  basic  device,  which 
constituted  45  per  cent  of  the  tax  revenue  of  the  national  government's  General 
Account  in  1893-1894  and  still  accounted  for  22  per  cent  of  such  revenues  in  1906-7 
(meanwhile  more  than  doubling  in  absolute  amount).  Apparently  more  than  75  per 
cent  of  the  total  revenue  from  land  taxes  was  derived  from  agricultural  land,  and 
the  farm  population  also  paid  a  substantial  share  of  revenues  from  such  sources 
as  excise  taxes  and  custom  duties.  Even  as  late  as  1929,  the  Japanese  Ministry 
of  Finance  concluded  that  "the  tax  burden  on  the  farmer  is  even  now  somewhat 
greater  in  proportion  to  income  than  on  business  proprietors  in  urban  districts 
....  42/ 

Part  of  the  increased  productivity  was  drawn  off  by  an  increase  of  the  land- 
lords' share  of  the  income  earned  in  agriculture.  Tenancy  grew  from  31  per  cent 
of  cultivated  land  in  1873  to  45  per  cent  in  1915.  Although  rural  landlords  are  not 
ordinarily  disposed  to  undertake  real  investment,  "In  the  case  of  Japan  .  .  .  there 
is  good  reason  to  maintain  that  investments  by  landlords  in  small  textile  factories, 
rice  mills,  factories  for  sake  and  soy  sauce  and  in  other  local  industries  were  of 
considerable  importance. "43/ The  tax  proceeds  were  utilized  for  industrial  invest- 
ment by  subsidies  to  industrialists,  by  government  construction  and  sale  of  facto- 
ries and  ships  at  nominal  prices,  and  by  construction  of  railroads  and  the  like. 
Coupled  with  this  were  lenient  tax  policies  for  industry,  which  appear  to  have  been 
important  in  stimulating  private  investment. 

The  growth  of  productivity  in  agriculture  benefited  industry  not  only  by  direct 

40/  Johnston,  Bruce  F.,  "Agricultural  Productivity  and  Economic  Development  in 
Japan,"  Journal  of  Political  Economy,  Vol.  LIX,  p.  498.  The  following  descrip- 
tion    of    the     Japanese    experience    is    based    largely    on  Johnston's  article. 

41/   Ibid.,  p.  501. 

42/  Quoted  by  Johnston,  op.  £it.,  p.  503. 

43/  Ibid.,  p.  504. 
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investment  but  (l)  by  expanding  the  food  supply,  thus  conserving  foreign  exchange; 

(2)  by  counteracting  domestic  inflationary  pressure  generated  by  industrialization; 
and  (3)  by  making  labor  available  for  non-agricultural  occupations.  Whether  indus- 
trial development,  in  turn,  contributed  to  agricultural  investment  and  improvement 
is  not  entirely  clear,  but  some  interlocking  effects  of  this  type  undoubtedly 
occurred. 

III.      "Internal"  Objectives  and  Limiting  Factors  in  Agricultural  Taxation 

Conceptually,  one  can  visualize  the  process  of  tax  policy  formation  as  consist- 
ing of  two  steps:  (l)  setting  forth  the  "ideal"  specifications  for  the  level  and  basic 
structure  of  taxation  as  a  vehicle  for  carrying  out  the  distributive,  stabilizing, 
economic -incentive,  and  resource-transfer  objectives  which  have  just  been  re- 
viewed, and  then  (2)  tailoring  the  "ideal"  to  the  practical  capabilities  of  the  tax 
administrative  machinery,  to  compliance  conditions,  and  to  the  requirements  of 
impartiality  in  taxation.  Although  the  tax  policy  process  does  not  ordinarily 
separate  the  two  sets  of  considerations  in  practice,  they  are  logically  separable. 
Lest  the  "art  of  the  possible"  come  to  have  a  dominant  and  restrictive  influence 
on  innovation  in  taxation  and  on  full  use  of  tax  policy  as  an  instrument  of  economic 
development  and  stabilization,  tax  policy  formulation  should  begin  with  what  eco- 
nomic and  social  policy  would  have  it  do  and  only  then  proceed  to  what  taxation 
could  (not  can)  do,  given  the  improvements  possible  within  any  given  environment. 
Under     this     type     of    approach,     "realism"    will    temper    but  not  stultify  policy. 

The  ensuing  discussion  will  briefly  examine  the  criteria  of  a  "good"  tax 
system.  It  will  then  go  on  to  consider  administration  and  compliance  as  limiting 
factors  in  the  tax  systems  of  agricultural  economies.  This  leads,  finally,  to  some 
reflections  on  the  nature  of  limits  to  taxable  capacity  in  underdeveloped  economies. 

A.      Traditional  Tests  of  a  "Good  Tax" 

Some  appreciation  of  the  nature  of  the  practical  tax- problems  facing  under- 
developed countries,  especially  in  their  rural  sectors,  may  be  gained  by  consider- 
ing that  in  many  of  them  Adam  Smith's  famous  canons  enjoy  a  validity  as  goals 
still  to  be  achieved  which  they  have  long  since  lost  in  the  most  advanced  economies. 
Essentially,  his  canons  furnish  one  basic  principle  of  burden  distribution,  namely, 
that  of  equity  (which  Smith  apparently  conceived  of  in  terms  of  proportionality), 
together  with  three  common- sense  rules  of  tax  administration  and  compliance. 
These  well-known  rules  are:  (l)  that  taxes  be  certain  and  not  arbitrary,  (2)  that 
they  be   levied  at  a  time  and  in  a  manner  which  is  convenient  to  the  taxpayer,  and 

(3)  that  they  be  economical  to  comply  with  and  administer. 

The  painful  relevance  of  Smith's  canons  becomes  apparent  as  one  reflects 
on  some  of  the  fiscal  characteristics  of  the  countries  in  question.  Typical  tax 
systems  in  the  least  developed  areas  rely  very  heavily  on  consumption  taxes  and 
fail  to  reach  large  incomes  or  landholdings  effectively  under  income  or  land  taxes. 
Taxes  are  often  arbitrary  because  of  lack  of  land  registration,  accounting  records, 
and  the  like.  The  institution  of  "farming  out"  to  private  collectors  not  only  rent- 
plus-tax  collection  on  crown  lands  but  also  outright  tax  collection  still  prevails  in 
some  parts  of  the  world,  often  without  close  regulation  of  exactions  by  the  govern- 
ment.   Taxes    are    often    levied   at  times   and  in  a  manner  most  convenient  to  the 
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government  rather  than  the  taxpayer;  for  example,  they  are  often  levied  at  harvest, 
when  the  government  can  most  easily  get  the  money  but  the  cultivator  may  have  to 
sacrifice  his  crop  at  low  prices.  Collection  and  compliance  costs  are  often  very 
high  because  of  inefficiency,  graft,  and  primitive  methods  of  collection.  Some  of 
the  most  important  work  that  can  be  done  in  tax  analysis  for  underdeveloped 
countries  is  to  appraise  existing  tax  mechanisms,  talents,  and  techniques  with  a 
view  to  adding  administrative  resources  and  introducing  improved  procedures  and 
techniques.  For  many  countries  this  may  prove  to  be  the  quickest  and  most  econom- 
ical method  of  improving  tax  systems  in  their  equity,  revenue,  and  incentive  effects 
as  they  apply  to  agriculture. 

As  in  other  aspects  of  taxation,  countries  differ  greatly  in  their  capacity  for 
tax  administration  and  in  the  development  of  their  tax  mechanisms.  India  exempli- 
fies a  situation  in  which  the  structure  and  techniques  of  administration  are  quite 
advanced  relative  to  the  stage  of  economic  development  in  which  that  country  finds 
itself.  Other  countries  whose  development  has  been  speeded  by  favorable  shifts  in 
the  terms  of  trade  may  find  their  tax  mechanisms  lagging  behind  the  general 
advancement  of  the  economy. 

The  administrative  problem  may  also  be  strongly  affected  by  the  jurisdictional 
distribution  of  taxing  powers.  Where  those  powers  are  in  the  hands  of  a  central 
government,  the  opportunity  for  improvement  in  administration  through  allocation 
of  additional  resources  to  it  and  through  a  process  of  self- appraisal  and  willing 
change  is  likely  to  be  much  greater  than  if  tax  administration  is  in  the  hands  of 
myriad  local  units,   tightly   bound  by  tradition,  ignorance,  and  limited  resources. 

1.      Equity  or  Impartiality 

In  discussing  considerations  of  tax  equity,  one  is,  of  course,  in  the  troublesome 
realm  of  values  and  personal  preferences.  Moreover,  it  may  be  argued  that  the 
previously  discussed  "external"  objective  of  taxation  relating  to  the  effects  on  the 
distribution  of  income  and  the  "internal"  objective  of  equity  discussed  here  are  a 
logical  continuum  and  should  not  be  separated.  The  reason  for  doing  so  in  this 
survey  is  twofold.  First,  while  great  variations  are  found  in  distributional  prefer- 
ences, there  is  something  nearing  a  consensus  on  the  proposition  that  equity  in  a 
narrow  sense  calls  for  impartiality,  i.e.,  equal  taxes  on  persons  in  like  economic 
circumstances  and  reasonable  differentiation  among  persons  in  unlike  circum- 
stances. Second,  even  when  taxation  is  asked  to  serve  such  external  ends  as 
redistributing  income  or  wealth  or  recapturing  excessive  war  profits  or  influencing 
the  private  allocation  of  resources,  the  internal  structure  of  the  taxes  levied  to 
carry  out  these  purposes  should  adhere  as  closely  as  possible  to  the  principle  of 
reasonable  classification  and  impartial  treatment.  Classification  by  amount  of 
income,  wealth,  landhodding  (as  a  rough  equivalent  of  wealth),  and,  less  frequently, 
spending  have  been  accepted  as  "reasonable"  in  various  tax  systems  of  the  world. 
Moreover,  these  indicators  of  economic  ability  or  power  are  widely  considered  to 
be  better,  the  more  "net"  they  are  and  the  more  refined  the  allowances  they  make 
for  family  obligatons. 

That  the  interpretation  of  "equity"  depends  considerably  on  general  value 
preferences  and  social  policy  becomes  apparent  in  examining  the  various  incentive 
tax  devices  which  countries  use  to  motivate  shifts  in  private  allocation  and  use  of 
resources.  Here,  supervening  economic  objectives  are  permitted  to  intrude  on 
impartiality  or  neutrality.  Taxpayers  who  are  otherwise  in  identical  circumstances 
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with  respect  to  income  or  wealth  and  family  status  may  nonetheless  be  treated 
differently  either  (a)  by  penalty  taxes;  if  they  hold  land  idle  or  reap  speculative 
gains  from  it,  or  (b)  by  special  concessions,  if  they  pursue  favored  land  uses  (e.g., 
grow  desired  crops)  or  make  improvements  and  investments  in  their  land.  Impar- 
tiality, of  course,  can  still  govern  within  the  structure  of  any  one  of  these  intru- 
sions. 

The  chief  relevance  of  these  comments  on  the  concept  of  equity  to  the  agricul- 
tural tax  problem  in  underdeveloped  economies  is  this:  that  in  the  face  of  wide- 
spread illiteracy,  lack  of  reliable  taxpayer  accounts,  and  a  large  non-monetary 
segment  of  the  economy,  the  governments  of  these  countries  have  not  found  it 
administratively  feasible  to  apply  to  the  mass  of  the  population,  especially  in 
agriculture,  the  "advanced"  taxes  which  are  sensitive  to  the  net  income  or  net 
wealth  and  family  status  criteria.  Moreover,  for  the  most  part,  they  have  not  been 
able  to  move  very  far  towards  personalizing  their  less  advanced  taxes  by  building 
into  them  allowances  for  family  size  and  deductions  for  liabilities.  In  a  setting  of 
underdevelopment,  such  modifications  of  existing  taxes,  especially  land  taxes,  may 
be  the  preferred  way  of  moving  closer  to  equity  or  impartiality  in  taxation.  As 
discussed  in  another  paper  in  this  volume  (Part  Three,  No.  5),  a  number  of  the 
land  taxes  and  property  taxes  now  in  effect  have  already  moved  toward  an  income 
base,  and  a  few  have  moved  toward  a  net  wealth  base.  Either  movement  brings  them 
into  closer  consonance  with  advanced  notions  of  equity.  Nonetheless,  it  should  be 
noted  that  putting  land  taxes  on  a  personal  basis  involves  a  number  of  pre-condi- 
tions which  are  lacking  in  many  countries:  land  registration  and  security  and 
clear  identification  of  land  titles;  aggregation  of  all  parcels  of  land  owned  by  each 
person;  and,  if  greater  refinement  is  desired,  determination  of  the  family  status  of 
the  owner  and  the  size  of  the  liabilities  against  his  land. 

An  alternative  approach  to  the  problem  is  to  introduce  more  advanced  forms  of 
taxes  with  special  adaptations  to  the  agricultural  sector.  A  first  step  in  the  exten- 
sion of  the  income  tax  to  agriculture  might  be  to  bring  within  its  scope  the  incomes 
of  landlords,  money  lenders,  and  agricultural  traders  and  processors.  A  second 
step  toward  an  even  broader-based  income  tax  on  the  rural  sector  might  be  the 
development  of  satisfactory  presumptive  techniques  of  determining  agricultural 
incomes,  adapting  or  even  transferring  here  the  techniques  of  presumptive  income 
determination  already  developed  for  many  land  taxes. 

2.      Administrative  and  Compliance  Considerations 

What  the  objective  of  effective  administration  and  compliance  implies  in 
relation  to  agricultural  taxation  in  underdeveloped  economies  has  already  been 
suggested.  It  involves,  among  other  things:  removal  of  arbitrariness  in  the 
determination  and  collection  of  taxes;  improvement  of  timing  to  suit  the  convenience 
of  taxpayers  rather  than  only  that  of  the  government;  better  use  of  existing  admin- 
istrative resources  by  eliminating  graft  and  introducing  the  most  advanced  tech- 
niques adaptable  to  the  environment  in  question;  and  the  improvement  of  both 
quality  and  quantity  of  administrative  resources  in  order  to  facilitate  full  use  of 
existing  techniques,  and  application  of  more  advanced  forms  of  taxation  to  the  rural 
sector.  Such  improvements,  even  if  they  do  not  involve  any  change  in  basic  tax 
policy  and  structure,  offer  very  substantial  gains  in  equity,  in  revenue,  and  in 
distributional  effects.  For  example,  as  noted  earlier,  in  many  countries  a  combin- 
ation of  inflation  and  long  delays  in  revision  of  land  cadastres  and  assessments  has 
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undermined  the  land  tax,  and  has  permitted  disparities  among  individual  properties 
to  grow  wider.  Administrative  reform  he  re  can  restore  revenues  from  the  land  tax, 
right  wrongs  among  particular  landholders,  and  increase  the  share  of  total  revenues 
contributed  by  those  whose  wealth  is  concentrated  in  large  landholdings. 

Additional  light  on  the  nature  of  administrative  problems  in  agricultural  taxa- 
tion is  provided  in  Part  Four,  No.  l.In  the  early  sections  of  that  paper,  the  Fiscal 
Division  brings  out  the  difficulties  of  measuring  farm  costs  and  farm  output  and 
of  disentangling  family  and  farm  activities;  some  of  the  complications  of  land 
assessments  and  limitations  of  land  cadastres;  and  the  many  opportunities  for 
evasion  of  agricultural  produce  taxes.  In  Section  four  of  his  paper  (Part  Three, 
No.  4),  Mr  Raup  indicates  how  the  tax  and  fiscal  structure  has  acted  as  a  barrier 
to  the  improvement  of  tenure  arrangements.  Some  of  the  very  rudiments  of  a 
system  of  land  registration  and  evaluation  are  lacking,  for  example,  in  parts  of 
Latin  America.  Among  the  difficulties  cited  are:  absence  of  a  general  register  of 
titles;  undue  reliance  on  declarations  by  landowners  as  the  basis  of  assessment; 
lack  of  standardized  procedures  and  criteria  for  assessment;  long  delays  in  revi- 
sions of  assessments;  and  lack  of  relationship  of  assessed  valuations  to  land  pro- 
ductivity. Even  such  elementary  difficulties  are  encountered  as  errors  in  trans- 
criptions of  figures  from  purchase  and  sales  contracts.  One  sees  in  this  list  the 
difficulties  of  local  property  taxation  in  the  United  States  many  times  compounded. 

Administrative  considerations  have,  of  course,  strongly  conditioned  the  forms 
of  taxation  relied  upon  by  underdeveloped  countries.  The  convenience  and  certainty 
of  tax  collection  at  the  point  of  export  (or  import)  have  played  a  very  large  role  in 
the  popularity  of  "gateway"  fiscal  measures  like  export  and  import  taxes,  market- 
ing boards  and  exchange  rate  manipulations.  One  senses  that  administrative 
merits  have  elevated  such  measures  to  a  position  that  would  not  be  warranted  by 
their  equity  and  economic  characteristics;  whether  this  is  true  would  have  to  be 
judged  on  a  country-by-country  basis  in  terms  of  the  incidence  of  these  taxes, 
their  usefulness  for,  say,  economic  stabilization  and  incentive  purposes,  and  the 
like.  Apart  from  taxes  at  the  border,  consumption  taxes  generally  dominate  the 
tax  systems  here  in  view,  and  this  dominance  owes  much  to  the  difficulties  of 
administering  alternative  tax  forms.  One  of  the  problems  constantly  faced  in  these 
countries  is  whether  to  concentrate  on  effective  administration  of  relatively  crude 
or  primitive  tax  forms,  or  run  the  risk  of  falling  short  in  trying  to  administer 
more  refined  measures.  Again,  the  balance  can  be  struck  only  in  terms  of  the 
conditions  prevailing  in  each  economy. 

The  last  paper  in  this  Part  suggests  that  certain  administrative  tools  are 
available  to  facilitate  the  adaptation  of  income  and  income-like  taxes  to  the  agricul- 
tural economy  and  that  they  have  been  tried  with  varying  degrees  of  success. 
Presumptive  assessments  and  collection  in  kind  are  two  of  the  most  promising 
tools.  The  paper  cites  some  interesting  experiences  in  their  use,  both  in  land  taxes 
and  in  income  taxes.  It  suggests  some  lines  of  research  inquiry  that  might  be  fruit- 
ful in  finding  ways  to  surmount  the  obstacles  blocking  the  path  to  more  advanced 
forms  of  taxation. 

One  of  the  chief  obstacles  is  the  supposedly  impenetrable  non-monetary  sector 
of  the  economy.   The  position  might,   of  course,  be  taken  that  there  is  no  taxable 
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capacity  in  this  sector  on  the  assumptions  (a)  that  the  absence  of  money  income 
indicates  absence  of  income  above  subsistence  levels  and  (b)  that  incomes  at  or 
below  subsistence  contain  no  taxable  capacity .44/  If  this  were  the  case  and  if 
governments  abstained  from  levying  taxes  on  tEIs  segment  of  the  economy,  no 
special  problem  of  tax  administration  would  be  posed  here.  If  taxes  are,  in  fact, 
levied  on  the  non-monetary  sector,  however,  enforcement  of  those  taxes  will 
require  either  monetizing  part  of  the  production  in  that  sector  or  collecting  taxes 
in  kind. 


Collection  in  kind  may  be  appropriate  under  the  following  circumstances: 
(l)  if  the  first  assumption  above  does  not  hold,  i.e.,  if  income  realized  in  non- 
monetary form  actually  exceeds  subsistence  income  (which  many  observers  believe 
is  not  uncommon);  (2)  if  the  second  assumption  does  not  hold,  i.e.,  if  taxable 
capacity  exists  in  incomes  at  or  below  subsistence  (perhaps  because  of  offsets  in 
the  form  of  government  services,  as  suggested  below);  (3)  where,  regardless  of 
conceptual  considerations,  tax  liabilities  do  in  fact  exist  in  the  subsistence  and/or 
non-monetary  sector;  (4)  where  crops  could  be  converted  into  cash  but  only  under 
adverse  circumstances,  thus  making  in-kind  collections  advantageous  for  the  tax- 
payer; (5)  where  the  government  in  the  face  of  inflation  or  market  disorganization 
decides  to  take  over  the  function  of  the  market  place  and  distribute  part  of  the 
agricultural  crop  itself.  Although  further  investigation  is  needed  to  determine  the 
extent  to  which  these  circumstances  prevail,  the  foregoing  list  suggests  that  there 
may  be  considerable  scope  for  collection-in-kind  systems  similar  to  those  already 
in  effect  in  some  underdeveloped  countries. 


In  judging  administrative  performance  and  considering  improvements  in  admin- 
istration, one  should  keep  three  rather  distinct  facets  of  the  problem  in  view: 
(l)  the  quantity  of  administrative  resources  devoted  to  tax  administration;  (2)  the 
effectiveness  with  which  these  are  applied,  which  is  a  function  not  only  of  the  tech- 
nical competence  of  the  administrators  but  of  their  honesty  and  diligence,  and  of 
the  techniques  and  methods  they  work  with;  and  (3)  the  obstacles  they  face  in  tax 
determination  and  enforcement  because  of  the  nature  and  composition  of  income, 
literacy  of  the  population,  record-keeping  habits,  taxpayer  resistance,  and  the  like. 
Efforts  to  improve  administration  may  in  one  situation  be  best  spent  on  additional 
resources,  in  another  on  improved  techniques,  and  in  a  third  on  reducing  obstacles 
(though  this  is  least  likely  to  lie  within  the  power  of  tax  officials). 


Though  a  few  experiences  in  administration  offer  promise  or  at  least  hope  of 
improvement  in  applying  taxes  to  the  rural  sector,  this  basic  fact  cannot  be  gain- 
said: in  a  setting  of  underdevelopment,  the  difficulties  of  administration  and 
compliance  impose  very  real  limits  on  the  levels  as  well  as  the  structural  refine- 
ments of  taxation.  Lifting  or  easing  these  barriers  is  often  a  prerequisite  not  only 
to  achieving  elementary  fairness  in  agricultural  taxation  but  also  to  realizing  the 
potential  of  such  taxation  as  an  instrument  for  accomplishing  resource  transfers 
and  incentive  ends  in  a  program  of  economic  development. 

44/    This    position    has    been    advanced    by    Professor    Benjamin    H.  Higgins  in  a 
privately  circulated  memorandum. 
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B.      The  Nature  of  Limits  to  Taxable  Capacity  in  Low-Income  Countries 

In  underdeveloped  agrarian  economies,  strong  pressures  for  economic  devel- 
opment are  typically  accompanied  by  heavy  demands  on  governments  for  capital- 
forming  and  capital- supporting  activities.  This  confronts  them  with  the  task  of 
drawing  off,  via  taxation,  a  larger  proportion  of  the  national  income,  both  initially 
and  as  that  income  expands  with  economic  growth.  Some  of  the  considerations  bear- 
ing on  efforts  to  raise  the  ratio  above  the  present  levels  of  around  10  to  15  per 
cent  are  reviewed  in  an  earlier  paper  in  this  volume  (see  Part  Two,  No.  1,  Sec.  II). 
It  is  there  suggested  that  intensified  efforts,  including  improvements  in  adminis- 
tration, seem  capable  of  delivering  considerable  increases  in  tax  revenue  and  have 
done  so  in  selected  instances.  It  is  also  suggested  that  how  far  and  how  fast  taxes 
can  be  increased  depends  on  a  host  of  factors,  such  as  preferences  of  citizens, 
administrative  competence,  the  nature  of  the  barriers  to  private-investment,  and 
so  on. 

But  the  discussion  there  sidesteps  this  troublesome  question:  conceptually, 
what  are  the  relative  taxable  capacities  (for  the  financing  of  domestic  expenditures) 
of  low -income  countries  vis  a  vis  high-income  countries?  The  word  "conceptually" 
is  designed  to  rule  out  differences  in  capacity  arising  out  of  (l)  differences  in 
administrative  and  compliance  conditions  (including  differences  in  the  forms  in 
which  incomes  are  realized  and  their  consequent  accessibility  to  the  tax-gatherer) 
and  (2)  differences  in  the  efficiency  of  government  spending. 

With  respect  to  the  first  point,  it  is  generally  accepted  that  purely  technical 
limitations  of  tax  enforcement  make  it  infeasible  for  low-income  countries  to 
accomplish  as  large  a  proportionate  resource  transfer  via  taxation  as  high-income 
countries.  There  are  several  reasons  for  this:  (a)  the  low -income  country  usually 
has  a  weaker  administrative  mechanism;  (b)  it  usually  faces  more  difficult  com- 
pliance conditions,  including  in  many  cases  considerable  taxpayer  resistance  and 
little  moral  disapproval  of  tax  evasion;  (c)  even  if  administrative  machinery  and 
compliance  conditions  were  the  same  in  the  high-  and  low-income  countries,  it  is 
commonly  conceded  to  be  a  more  difficult  technical  undertaking  to  locate  and 
extract  the  15  or  20  per  cent  of  income  representing  the  highest  taxpaying  capacity 
in  a  $100  per  capita  income  than  in  a  $1,000  per  capita  income;  that  is,  it  requires 
a  larger  proportionate  investment  of  administrative  resources  to  pull  $15  or  $20 
of    taxes     out     of    the    $100    income    than    $150  or  $200  out  of  the  $1,000  income. 

With  respect  to  the  second  point,  the  comparison  of  taxable  capacity  in  rich 
and  poor  countries  should  not  be  colored  by  differences  in  the  efficiency  with  which 
the  government  utilizes  the  tax  proceeds.  That  is,  one  should  abstract  from  the 
differences  in  "burdensomeness"  of  taxes  that  arise  out  of  the  ways  in  which  gov- 
ernments use  the  money.  A  given  amount  of  taxes  in  one  country  would  impose  a 
greater  burden  than  the  same  amount  of  taxes  in  another  country  to  the  extent  that 
the  proceeds  in  the  first  country  were  misspent  because  of  waste,  graft,  and  mis- 
judging of  citizen  preferences. 45/ 

45/  One  may  go  beyond  this  point  to  say  that  taxes  in  the  aggregate  are  a  "burden" 
only  to  the  extent  that  the  use  of  the  proceeds  by  government  involves  either 
(a)  misappropriation  in  wasteful  or  corrupt  ways  or  (b)  misallocation  to  ends 
which    do    not    accurately    reflect    the    community's    collective  preferences. 
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Though  the  second  point  may  be  less  readily  accepted  than  the  first,  the  two 
together  clear  the  path  for  examination  of  "prevailing  opinion"  on  the  subject,  viz., 
that  because  countries  with  a  low  per-capita  income  have  a  smaller  taxable  sur- 
plus above  minimum- subsistence  living  standards  they  have  a  lower  proportionate 
ability  to  pay  taxes  (for  internal  purposes)  than  countries  with  a  high  per-capita 
income.  Or  to  put  it  differently,  $20  taken  out  of  a  $100  per-capita  income  is  more 
burdensome  per  se  than  $200  taken  out  of  a  $1,000  per-capita  income.  Bastable 
went  further  and  asserted  that,  "Expenditure  requiring  10  per  cent  of  the  annual 
income  of  India  would  be  much  more  burdensome  than  if  30  per  cent  would  be 
required  in  England  or  the  United  States."  The  position  taken  here  is  that  assuming 
equivalent  quid  pro  quos  by  governments  for  the  taxes  paid,  the  foregoing  proposi- 
tion is  not  self-evident,  but  depends  on  certain  assumptions  regarding  the  custom- 
ary objects  of  government  spending.  Conceivably,  a  higher  tax  ratio  might  simply 
reflect  the  substitution  of  collective  for  individual  provision  of  certain  essentials 
of  living,  presumably  in  the  conviction  that  greater  productive  efficiency  and  better 
distribution  would  thus  be  achieved. 

This  is  not  to  say,  of  course,  that  the  taxable  capacity  of  a  country  with  a 
$100  per-capital  income  is  equal  to  that  of  one  with  a  $1,000  per-capita  income 
(even  ruling  out  the  technical  factors  which  would  in  any  event  invalidate  this  as  a 
practical  proposition).  But  if  more  effective  or  equally  effective  government 
spending  (in  terms  of  quantity  and  distribution  combined)  on  subsistence  items 
were  substituted  for  private  subsistence  spending,  subsistence  as  such  would  be  no 
limit  to  taxable  capacity.  Given  this  assumption,  the  tax  system  of  low-income 
countries  could  break  through  the  subsistence  barrier,  no  longer  confining  itself 
merely  to  "surplus"  income,  and  thus  remove  this  supposed  limit  on  taxable 
capacity. 

Is  it  realistic  to  speak  of  such  a  possibility  of  substituting  government  for 
individual  subsistence  spending,  short  of  totalitarian  government?  Various  health, 
sanitation,  and  welfare  services  and,  in  some  cases,  government  provision  of  food 
and  clothing  to  the  needy  suggest  some  of  the  possibilities. 46/  Having  said  this, 
one  must  hasten  to  add  that  governments  do  not  typically  devote  a  large  portion  of 
their  budgets  to  subsistence  spending.  Government  overhead,  military  spending, 
and  some  amenities  usually  loom  large  in  government  budgets.  Especially  in  an 
atmosphere  of  economic  development,  a  goodly  share  of  their  spending  may  also 
go  into  capital  formation.  Conceptually,  then,  the  limits  to  taxable  capacity  relating 
to  income  or  fiscal  effects  should  be  stated  in  terms  of  the  proportion  of  national 
income  that  can  be  spared  for  investment  and  for  types  of  consumption  that  are 
typical  of  governments.  Especially  if  the  interest  in  tax  limits  stems  from  a  desire 
to  expand  investment,  the  question  becomes  one  of  determining  what  the  country 
can  spare  for  this  purpose,  given  (a)  subsistence  needs  and  (b)  the  "irreducible" 
current  expenditures  of  government. 

Two    other  considerations   usually   enter  the   discussion   of  taxable  capacity: 
(l)     To   what   extent  will  disincentive  effects  of  high  rates  discourage  private 

46/  For  example,  the  Government  of  Brazil  has  a  program,  administered  by  the 
Servicio  Social  Rural,  for  providing  social  services  to  the  rural  population  in 
the  form  of  food,  clothing,  education,  sanitation,  and  health  service. 
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productive  activity,  thus  acting  as  an  offset  to  government  benefits  and  eventually 
placing  a  limit  on  further  taxation?  No  answer  will  be  attempted  here  except  to 
recall  the  earlier  suggestion  that  the  sources  and  uses  of  the  high  incomes  in  the 
agricultural  sector  of  low-income  economies  are  such  as  to  reduce  the  force  of 
the  disincentive  argument. 

(2)  How  is  taxable  capacity  affected  by  the  distribution  of  income?  Does  the 
more  unevenly  distributed  income  contain  relatively  greater  capacity  than  the  more 
evenly  distributed  income  of  the  same  size  per  capita?  As  far  as  administration 
is  concerned,  the  answer  would  have  to  be  a  pragmatic  one  depending  on  circum- 
stances in  each  country.  Beyond  this,  the  question  gets  into  the  usual  morass  of 
inter-personal  utility  comparisons  and  welfare  judgments,  which,  it  may  be  added, 
the  layman  seems  less  hesitant  to  make  than  the  economist  --  usually  to  the  effect 
that  a  highly  concentrated  national  income  has  a  higher  taxable  capacity  than  an 
evenly  distributed  one.  In  other  words,  a  society  may  feel  that  large  incomes 
(again,  particularly  in  the  agricultural  sector)  tend  to  flow  into  uses  like  luxury 
spending,  capital  flight,  and  speculation  which  slow  down  the  pace  of  economic 
development.  Or  the  country  may  believe,  with  Henry  Simons,  that  a  high  degree 
of  inequality  is  "distinctly  evil  and  unlovely, "  thus  giving  an  unequally  distributed 
income  a  greater  taxable  "capacity"  or,  at  least,  "vulnerability." 

The  limits  to  taxable  capacity,  then,  are  established  by  an  amalgam  of  consid- 
erations relating  to  administration  of  taxes  and  government  expenditure  programs, 
economic  responses,  and  value  systems.  That  the  amalgam  produces  a  lower  net 
taxable  capacity  in  a  low-income  than  in  a  high-income  country,  probably  no  one 
would  challenge.  With  respect  to  agriculture  alone,  administrative  and  compliance 
considerations  seem  to  be  more  restrictive  than  in  other  sectors,  while  economic 
limitations  and  the  strictures  of  social  preferences  seem  to  be  less  so. 

IV.     Scope  of  Available  Information 

What  basic  fund  of  knowledge  is  available  as  a  foundation  for  research  and 
analysis  of  agricultural  taxation  in  underdeveloped  economies?  When  they  faced 
this  question  several  years  ago,  the  United  Nations  Department  of  Economic 
Affairs  and  the  Food  and  Agriculture  Organization  found  that  an  elementary  job  of 
fact-finding  and  fact-gathering  had  to  be  undertaken  to  provide  an  adequate  basis 
for  productive  research  in  this  field.  The  raw  materials  on  which  they  could 
draw  in  this  compilation  process  were  both  sparse  and  diffuse.  Apart  from  relevant 
statutes,  government  revenue  statistics,  and  the  experience  of  some  officials 
of  the  international  organizations,  the  chief  sources  were:  scattered  studies 
of  particular  aspects  of  agricultural  taxation,  especially  land  taxes,  for  particular 
countries;  brief  passages  in  general  studies  of  taxation  in  a  given  country  or 
group  of  countries,  including  some  early  technical  assistance  reports  in  the 
field  of  economics  and  public  finance;  more  or  less  passing  mention  in  studies 
dealing  with  problems  of  agricultural  improvement  or  economic  development  in 
the  low-income  agricultural  countries.  More  recently,  in  response  to  the  quickened 
interest  in  the  problems  of  underdeveloped  countries  and  the  increased  flow  of 
technical  assistance,  studies  of  agricultural  taxation  or  of  particular  segments  of 
the    agricultural    fiscal    problem    have    been    undertaken  in  increasing  numbers. 

Much  of  the  information  on  agricultural  taxation  in  underdeveloped  countries 
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that  has  now  become  available  in  organized  form  is  contained  in  the  various  papers 
in  this  volume.  To  reproduce  here  the  mass  of  information  and  data  they  contain 
would  be  redundant.  It  may  be  useful,  however,  to  indicate  briefly  what  kinds  of 
information  are  now  available  and  to  note  some  of  the  major  sources  from  which 
these  were  drawn. 

For  a  general  resume  of  the  kinds  of  information  available,  one  turns  naturally 
to  the  first  paper  in  Part  Four,  which  reviews  the  principal  methods  of  taxing 
agriculture  in  underdeveloped  countries.  It  summarizes  the  information  which  is 
now  centrally  available  on  the  forms  of  taxes  on  agriculture  and  their  variations, 
on  the  administration  and  uses  of  such  taxes,  and  on  their  revenue  yields.  On  the 
basis  of  this  summary,  the  Fiscal  Division  of  the  United  Nations  Department  of 
Economic  Affairs  has  prepared  the  accompanying  comprehensive  table,  "Significant 
Features  of  Major  Taxes  on  Agriculture  in  Selected  Countries."  It  is  designed  not 
merely  to  provide  a  bird's-eye  view  of  the  nature  and  patterns  of  agricultural 
taxation  in  underdeveloped  countries,  but  also  to  indicate  --as  much  by  its  gaps 
as  by  its  coverage  --  the  existing  state  of  factual  knowledge  in  this  field. 

A  growing  number  of  studies  dealing  either  directly  or  peripherally  with 
taxation  of  agriculture  in  particular  underdeveloped  countries  have  been  under- 
taken in  recent  years.  As  is  reflected  in  various  conference  documents  (see 
especially  the  second  paper  in  Part  Two  and  papers  six  and  seven  in  Part  Four), 
India  has  been  the  subject  of  the  most  intensive  studies  of  land  taxation  and  other 
agricultural  taxes.  Much  of  the  description  and  analysis  of  the  Indian  experience  is 
the  work  of  Indian  scholars  and  government  commissions  on  tax  problems.  Descrip- 
tions and  evaluations  of  selected  phases  of  agricultural  taxation  are  also  becoming 
available  for  a  number  of  other  Asian  countries.  The  Center  for  International 
Studies  at  Massachusetts  Institute  of  Technology  is  making  fiscal  studies  for  Indo- 
nesia with  considerable  emphasis  on  agriculture.  As  noted  earlier  in  this  paper, 
the  more  advanced  Japanese  experience  has  been  studied  and  described  in  print. 
The  working-party  papers  on  the  rice  marketing  board  in  Burma  and  on  recent 
developments  in  land  taxation  in  Taiwan,  prepared  under  the  aegis  of  the  Economic 
Commission  for  Asia  and  the  Far  East,  have  also  been  alluded  to.  Additional 
material  on  agricultural  taxation  in  China  has  recently  appeared  (See  paper  eight 
in  Part  Four).  Information  newly  available  on  the  recent  agricultural  tax  exper- 
ience of  Korea  is  contained  in  paper  nine  of  Part  Four.  Papers  six  and  seven  give 
references  to  the  experience  of  Pakistan.  Other  examples  for  Asian  countries  could 
also  be  cited,  but  the  foregoing  suffice  to  demonstrate,  in  terms  of  one  region,  the 
recent  growth  in  the  informational  grounding  for  study  and  analysis  of  agricultural 
fiscal  problems. 

More  briefly,  one  may  also  note  activity  in  this  field  in  other  underdeveloped 
regions  of  the  world.  Lack  of  special  conference  papers  on  countries  in  the  Middle 
East  may  suggest  that  less  material  is  at  hand  concerning  the  taxation  of  agricul- 
ture in  this  region.  However,  a  number  of  these  countries  (including  Iran,  Iraq, 
and  Syria)  have  more  recently  been  the  subject  of  special  studies  in  agricultural 
taxation,  while  in  others  (e.g.,  Turkey  and  Israel)  the  agricultural  fiscal  problem 
has    been    illuminated    as    a  by-product   of  more  general  public  finance  surveys. 

Except  in  North  Africa,  where  agricultural  tax  studies  have  recently  been 
conducted  in  Libya  and  Tunisia  (see,  for  example,  paper  five  in  Part  Four),  little 
material    pertaining    explicitly  to  agricultural  taxation   seems  to  be  available  at 
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in  Part  Four).  Information  newly  available  on  the  recent  agricultural  tax  exper- 
ience of  Korea  is  contained  in  paper  nine  of  Part  Four.  Papers  six  and  seven  give 
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also  be  cited,  but  the  foregoing  suffice  to  demonstrate,  in  terms  of  one  region,  the 
recent  growth  in  the  informational  grounding  for  study  and  analysis  of  agricultural 
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More  briefly,  one  may  also  note  activity  in  this  field  in  other  underdeveloped 
regions  of  the  world.  Lack  of  special  conference  papers  on  countries  in  the  Middle 
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present  for  the  African  continent.  However,  a  good  deal  of  information  has  been 
developed  as  an  incident  to  studies  of  land  tenure  reform,  colonialism,  and  eco- 
nomic development. 

For  Latin  America,  various  technical  assistance  mission  reports,  both  on 
public  finance  and  on  economic  development,  provide  a  continually  growing 
reservoir  of  information  on  agricultural  taxation.  The  conference  papers  on 
Mexico,  Peru,  and  Chile  in  Part  Four  are  indicative  of  the  scope  and  sources  of 
information  on  Latin  American  countries.  A  series  of  reports  by  missions  spon- 
sored by  the  International  Bank  for  Reconstruction  and  Development,  published  by 
the  Johns  Hopkins  University  Press,  deals  mainly  with  Central  and  South  American 
countries  and  contains  much  background  information  relevant  to  agricultural  tax 
analyses.  The  fiscal  sections  of  several  technical  assistance  mission  reports  which 
are  summarized  in  the  forthcoming  United  Nations  publication,  "Taxes  and  Fiscal 
Policy  in  Underdeveloped  Countries,"  contain  numerous  recommendations  relating 
to  taxes  on  agricultural  production. 

There  have  also  been  a  few  regional  or  world-wide  surveys  of  particular 
aspects  of  agricultural  taxation.  For  example,  the  United  Nations  land  questionnaire 
recently  asked  for  information  on  fiscal  aspects  of  land  reform.  The  report  based 
on  the  replies  contains  a  brief  chapter  on  the  fiscal  aspects  of  land  tenure. 47/ 
Likewise,  the  Food  and  Agriculture  Organization  land  seminar  held  in  BraziTTn 
1953  assembled  some  interesting  facts  and  observations  on  land  taxation  in  Latin 
America. 

In  addition  to  tax  studies,  the  very  substantial  material  on  land  reform,  agri- 
cultural improvement,  and  economic  development  yield  considerable  by-product 
information  on  agrarian  structure  and  taxation. 4 8/  The  tax  statutes  are,  of  course, 
another  standard  source  of  information.  Unfortunately,  the  information  they  yield 
must  be  "fielded"  in  order  to  determine  whether  the  statutory  provisions  have  been 
put  into  practice.  At  last  reports,  for  example,  one  Caribbean  country  which  enacted 
an  elegant  successions  tax  several  years  ago  on  the  advice  of  a  technical  assistance 
expert  had  not  yet  been  in  a  position  to  put  it  into  practice.  Certain  land  tax  incen- 
tive laws  in  Panama  have  thus  far  shared  a  similar  fate.  Access  to  information  on 
agricultural  taxes  in  operation,  not  merely  in  legislation,  isneeded  before  reliable 
conclusions     can     be     drawn    on    the    facts,    let    alone  the  effects,  of  these  taxes. 

Relatively  little  of  the  literature  on  agricultural  taxation  in  various  under- 
developed countries  deals  with  --or  does  more  than  occasionally  speculate  on  -- 
the  economic  and  social  effects  and  results  of  such  taxation.  In  other  words, 
although  a  growing  body  of  facts  is  becoming  available,  analysis  of  those  facts  is, 
with  some  exceptions,  just  beginning.  Its  further  systematic  pursuit,  buttressed  by 
desk  and  field  investigation  in  specific  problem  areas,  is  an  important  object  of 
the  fiscal  research  programs  of  the  United  Nations  and  the  Harvard  Law  School 
International  Program  in  Taxation. 

47/   Progress  in  Land  Reform,   United   Nations  Department  of  Economic  Affairs, 

Sales  No.:    1954.ILB.3. 
48/   See  citations  in   Professor  Raup's  paper  in  this  volume  (Part  Three,  No.  4). 
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V.      Guidelines  for  Research 

A.      General  Considerations 

In  the  light  of  (a)  the  demands  which  social  and  economic  policy  make  on  agri- 
cultural taxation  in  a  setting  of  development,  (b)  the  apparent  potentialities  and 
limitations  of  such  taxation,  and  (c)  our  present  knowledge  of  agricultural  tax 
institutions  and  practices  in  the  underdeveloped  countries,  what  is  the  nature  of  the 
research  task  that  confronts  us,  and  which  of  the  research  needs  are  most  press- 
ing? This  section  of  the  paper  will  sketch  some  of  the  research  problems,  ap- 
proaches, and  projects  which  may  be  thought  of  as  candidates  for  inclusion  in  the 
agricultural  tax  research  programs  of  the  United  Nations,  the  Harvard  Law  School 
International  Program  in  Taxation,  and  other  interested  research  groups  and 
scholars. 

The  observations  and  suggestions  offered  here  are  designed  as  a  basis  for 
further  discussion  and  evaluation.  Some  of  the  suggestions  are  left  in  rudimentary 
form,  others  are  accompanied  by  observations  that  may  be  helpful  in  evaluating 
and  formulating  research  projects  and  programs.  Still  others  are  developed  more 
fully  in  separate  discussions  devoted  to  some  of  the  more  promising  research 
possibilities,  e.g.,  the  proposals  for  studies  of  the  taxation  of  rice  (Appendix  C), 
of  the  incentive  uses  of  agricultural  taxation  (paper  three  of  this  Part),  and  of  the 
taxation  of  agricultural  income  (paper  five  of  this  Part).  Most  of  the  other  Confer- 
ence papers  also  bear  on  various  research  proposals,  and  several  are  cited  in  the 
discussion  below.  Finally,  on  the  basis  of  the  material  in  the  working  papers  plus 
extended  Conference  discussions,  the  four  working-group  reports  have  carried 
the  formulation  of  research  projects  one  step  nearer  to  the  actual  process  of 
research  investigation  and  analysis. 

The  following  discussion,  then,  is  part  of  an  exploratory  process  designed  to 
provide  research  guidelines  rather  than  a  systematic  formulation  and  appraisal 
designed  to  serve  as  a  research  agenda.  It  should  be  considered  suggestive  rather 
than  definitive,  and  should  be  read  in  the  broader  context  just  outlined. 

1.      Research  Orientation 

Before  proceeding  to  more  specific  proposals,  one  should  perhaps  record 
a  few  general  comments  and  caveats.  First  of  all,  it  is  worth  noting  that  in 
research  undertakings  which  combine  the  fields  of  economic  development,  public 
finance,  public  administration,  and  agriculture,  there  is  very  likely  to  be  heavy 
emphasis  on  institutional  and  historical  research,  on  contributions  from  other 
social  sciences,  and  on  "speculative  analysis. "  The  processes  of  technological 
advance,  capital  formation,  and  cultural  change  involved  in  economic  development 
are  such  that  they  alone  would  involve  us  in  this  three-fold  emphasis.  When  those 
processes  are  viewed  within  the  context  of  the  undeveloped  rural  sector,  and  when 
this  amalgam  in  turn  is  considered  in  terms  of  the  functions  and  effects  of  public 
finance  instruments  in  relation  to  the  ends  sought  by  underdeveloped  countries, 
the  necessity  for  the  broadest  possible  orientation  of  research  efforts  becomes 
clear. 49/ 

49/   In  this  connection,    see   Haley,    B.  F.,  A  Survey  of  Contemporary  Economics, 
Vol.  II,  ed.  (1952),  especially  the  chapters  by  Abramovitz  and  Ruggles;  see  also 

158 


mmm 


2.      Area  and  Time  Differences 

Second,  as  has  been  stressed  throughout  this  paper,  both  analytical  and 
research  efforts  relating  to  agricultural  taxation  and  economic  development  tend 
to  be  area-bound  and  time-bound. 50/  What  holds  for  one  country  or  region  may 
not  hold  for  another.  This  applies  to  agrarian  structures,  basic  economic  organiza- 
tion, economic  responses,  and  the  like.  Such  considerations  require  not  merely  an 
awareness  of  significant  differences,  but  a  search  for,  and  identification  of,  the 
uniformities  which  do  exist  among  countries  and  over  time.  By  this  process,  a 
basis  can  be  provided  for  at  least  limited  generalizations  and  effective  international 
and  inter-temporal  transfers  of  experience. 

Two  separate  statements  by  Egbert  De  Vries  pertaining  to  different  economies 
provide  a  striking  illustration  of  how  area-bound  certain  economic  factors  and 
responses  can  be.  With  respect  to  Indonesian  rubber  production  by  small  holders, 
he  said:  "A  drop  in  the  price  of  rubber  is  apt  to  cause  them  to  increase  produc- 
tion in  order  to  obtain  the  money  they  need  to  pay  for  essential  imported  goods 
....  over  long,  long  periods  the  price  seems  to  have  had  little  effect  on  produc- 
tion.51/  Yet,  in  a  different  area  setting  De  Vries  said:  "The  cocoa  on  the  west 
coast  of  Africa  and  the  rubber  in  Malaya,  Sumatra,  and  Borneo  have  developed  in  a 
very  short  period  in  a  tremendous  way,  because  of  the  feeling  of  the  farmer  that 
the  price  was  attractive  as  against  the  price  of  foodstuffs,  and  the  market  unlim- 
ited." In  this  context,  he  stated  that  if  the  peasant's  terms  of  exchange  are  "not 
sufficiently  attractive,   you  will  not  find  a  rapid  development,  and  vice  versa. "52/ 

With  respect  to  the  time  dimension,  one  of  the  important  characteristics  of 
the  situation  is  that  countries  in  the  ferment  of  economic  development  tend  to  move 
from  one  category  or  pattern  into  another.  That,  indeed,  is  the  purpose  of  economic 
development.  For  this  reason  alone,  research  and  analysis  in  agricultural  taxation 
need  to  guard  against  approaches  which  are  time -bound  and  static,  and  should  look 
instead  toward  adaptation  of  fiscal  measures  and  mechanisms  both  to  the  growth 
process  itself  and  to  the  succeeding  stages  in  economic  development  which  are  the 
intermediate  goals  of  that  process. 

49/  (Continued)  the  Proceedings  issue  of  the  American  Economic  Review  (May 
1953),  for  a  discussion  of  the  research  aspects  of  the  survey  volume,  especially 
pp.  418,  423-4,  and  447. 

50/  Some  of  the  hazards  of  transferring  experience,  research  findings,  and  policies 
in  taxation  as  related  to  economic  development  from  one  area  to  another  and 
from  one  time  period  to  another  were  suggested  by  Bloch,  Henry  S.,  in  "Eco- 
nomic Development  and  Public  Finance"  in  The  Progress  of  Underdeveloped 
Areas.  27th  Institute  of  the  Norman  Wait  Harris  Memorial  Foundation,  Hos- 
litz,    Bert    F.,    ed.    (University    of    Chicago   Press,    1952),  especially  p.  252. 

51/  De  Vries,  E.,  "Free  Rubber  Production  -  Competition  or  Chaos,"  Pacific 
Affairs,  Vol.  22,  No.  1  (March  1949),  pp.  75-78. 

52/  De  Vries,  E.,  "Mobilization  of  Domestic  Capital  and  Foreign  Loans  for  Agri- 
culture," Proceedings  of  the  International  Conference  on  Agricultural  and 
Cooperative  Credit  (1952),  Vol.  1,  p.  316. 
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Problems  of  adapting  research,  analysis,  and  policy  to  the  differences  of  time 
and  place  underscore  once  more  the  dangers  of  broad  generalizations  and  the 
pitfalls  of  normative  economics  in  the  present  context.  No  universally  applicable 
formula  for  tax  policy  and  structure  can  be  developed,  regardless  of  the  quantity 
of  research.  Nor  can  research  proceed  on  the  assumption  that  different  peoples 
have  the  same  preferences  as  to  distribution  and  use  of  income,  allocation  of 
resources,  and  so  on.  The  main  role  of  research  is  to  study  the  operation  and 
effects  of  existing  fiscal  instruments  and  to  explore  opportunities  for  improvement 
as  well  as  alternative  methods  of  accomplishing  the  variety  of  ends  taxes  may 
serve.  Equipped  with  the  resulting  data  and  analysis,  policy-makers  can  then 
proceed  with  the  task  of  informed  decision-making  according  to  the  preferences 
and  predilections  of  the  country  in  question. 

3.      Criteria  for  Selecting  Projects 

Third,  in  going  about  the  job  of  reducing  our  ignorance  on  agricultural  taxation 
in  underdeveloped  economies,  there  is  considerable  temptation  to  adopt  the  attitude 
that  anything  we  do  will  be  a  contribution,  since  so  little  has  been  done  to  date. 
Clearly,  this  approach  offers  little  prospect  of  getting  the  maximum  return  from 
limited  research  resources.  Had  it  been  adopted,  the  Conference  would  not  have 
been  convened.  As  in  other  areas  and  fields,  then,  one  should  attempt  to  establish 
criteria  for  determining  which  types  or  subjects  of  research  will  yield  the  largest 
return  in  usable  knowledge  per  unit  of  research  investment.  The  following  para- 
graphs suggest  several  of  the  criteria  which  might  be  applied. 

An  obvious  first  requirement  is  that  the  research  be  directed  toward  assisting 
the  underdeveloped  countries  in  the  achievement  of  the  economic  and  social  ends 
they  seek,  especially  with  respect  to  economic  development  and  the  role  of  agricul- 
ture in  it. 

A  second  criterion  is  that  the  problem  posed  with  respect  to  taxation  be  a 
significant  one  for  a  number  of  different  countries,  or  that  it  be  characteristic  of 
particular  stages  of  economic  development  or  particular  economic  and  social 
complexes. 

A  third  criterion,  closely  related  to  the  second,  is  that  there  be  a  "market" 
for  the  research  product,  i.e.,  that  the  countries  to  which  the  results  are  applicable 
have  recognized,  or  are  willing  to  recognize,  the  problem  and  are  receptive  to 
research  efforts  designed  to  aid  in  its  solution. 

Fourth,  there  is  the  usual  criterion  that  the  problem  posed  with  respect  to 
taxation  of  agriculture  be  one  that  can  be  translated  into  hypotheses  which  have  a 
reasonable  chance   of  being   tested  with  the   evidence  that  can  be  made  available. 

Fifth,  it  follows  that  accessibility  of  relevant  quantitative  data,  reliable  quali- 
tative information,  and  informed  opinion  is  also  important.  Whether  this  requisite 
is  met  will  depend  in  part  on  objective  factors  like  the  availability  of  records, 
statistical  reports,  and  previous  studies.  But  perhaps  even  more  important  are 
such  subjective  factors  as  the  attitudes  of  key  officials  and  tax  administrators  -- 
not  only  their  willingness  to  cooperate  in  providing  information  through  question- 
naires,   interviews,  and  opening  up  of  records  but  also  their  "self-consciousness" 
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with  respect  to  the  problem  under  investigation. 

Sixth  is  the  important  criterion  of  cost.  Given  an  appraisal  of  the  shape  and 
significance  of  the  problem,  the  probable  market  for  the  results,  and  some  of  the 
obstacles  faced  in  the  research  process,  one  must  assess  the  probable  cost.  In 
other  words,  what  is  the  requisite  input  of  manpower  and  funds,  taking  into  account 
such  factors  as  the  scarcity  of  the  particular  research  skills  required,  the  possi- 
bilities of  conducting  the  research  as  an  effort  marginal  to  some  other  project 
already  under  way,  and  the  like? 

Only  by  applying  some  such  criteria  as  the  foregoing  can  one  reach  intelligent 
decisions  on  the  quantity  of  resources  to  be  assigned  to  the  field  of  agricultural 
taxation  and  make  intelligent  choices  among  alternative  projects  within  this  field. 
The  remainder  of  the  paper  will  consider  various  types  of  studies  and  subjects 
that  appear  to  merit  consideration  in  this  decision-making  process. 

B.      Country-by-Country  Surveys 

A  good  deal  of  country-by-country  background  information  is  needed  in  framing 
a  reasoned  program  of  research  in  agricultural  taxation  for  underdeveloped  econ- 
omies. It  is  needed,  first,  for  such  modest  purposes  as  to  take  inventory  of  our 
knowledge  --  and  ignorance  --  of  the  facts  concerning  agricultural  taxes  and  the 
particular  settings  in  which  they  are  applied.  Second,  without  such  data,  we  would 
be  unable  to  apply  to  proposed  research  undertakings  some  of  the  criteria  just 
listed,  especially  the  second  and  fifth.  Third,  the  selection  of  one  or  two  countries 
as  representative  of  a  group  for  research  purposes  --  e.g.,  in  studies  of  tax  inci- 
dence, the  use  of  quasi-fiscal  instruments  like  marketing  boards,  or  the  suitability 
of,  say,  the  income  tax  in  agricultural  taxation --  requires  that  sufficient  country- 
by-country  information  be  at  hand  to  make  reliable  groupings.  By  the  same  token, 
such  information  is  also  needed  to  be  able  to  tailor  economic  and  agricultural 
programs  and  the  fiscal  measures  used  in  implementing  them  to  particular  country 
complexes  --  economic,  cultural,  political,  and  administrative. 

In  recognition  of  these  needs,  the  United  Nations  Fiscal  Division  and  the 
Harvard  Law  School  International  Program  in  Taxation  commissioned  several 
exploratory  country  surveys.  These  are  presented  in  Part  Four  as  papers  2,  3,  4, 
6,  and  8  covering  Mexico,  Peru,  Chile,  Indo- Pakistan,  and  China.  It  may  be  desir- 
able to  undertake  a  series  of  such  studies,  drawing  not  only  on  the  resources  of 
the  Fiscal  Division  and  the  Harvard  Program,  but  also  on  the  work  of  special 
country  projects  like  those  on  India,  Indonesia,  and  Italy  at  the  Massachusetts 
Institute  of  Technology  Center  for  International  Studies.  Such  a  series  might  be 
built  up  to  include,  first,  representative  countries  from  all  the  major  regions  of 
the  world  (including  as  prototypes  some  of  the  advanced  agricultural  countries  like 
Denmark  and  New  Zealand)  and,  second,  a  substantial  proportion  of  the  underdevel- 
oped countries  whose  agricultural  tax  experiences  might  become  the  subject  of 
special  or  comparative  studies. 

In  making  such  studies,  it  is  not  easy  to  resolve  the  question:  what  has  to  be 
included  to  provide  a  sufficient  ba sis  for  discerning  the  key  variations  and  uniform- 
ities among  countries,  for  deciding  which  countries  are  suitable  subjects  for 
various  research  studies,  and  so  on,  and  what  has  to  be  excluded  in  the  interests 
of   making  the  project  manageable   and  allowing  coverage  of  a  larger  number  of 
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countries?  In  a  memorandum  setting  up  the  framework  for  the  exploratory  studies 
listed  above,  the  writer  concentrated  efforts  on  agrarian  structures  and  the  sys- 
tems of  agricultural  taxation.  Coverage  of  such  structural  characteristics  as  the 
following  was  suggested:  (a)  the  relative  importance  of  agriculture  in  the  economy; 
(b)  the  principal  crops;  (c)  the  distribution  of  agricultural  production  among  sub- 
sistence and  commercial  farming,  and  among  domestic  and  export  crops;  (d)  sys- 
tems of  land  tenure  and  operation,  including  information  on  sizes  and  types  of 
holdings  and  cultivation  units;  whether  cultivated  by  owners,  tenants,  or  paid 
laborers;  status  of  legal  ownership  and  tenancy  rights;  owner-tenant  relationships, 
including  size  and  form  of  rental  payments,  and  so  on;  (e)  land  reform  measures; 
and    (f)    status    and    impact  of  any    specific   agricultural  improvement  programs. 

It  may  well  be  that  the  foregoing  types  of  information  provide  too  narrow  a 
base  for  the  judgments  and  choices  that  have  to  be  made.  It  has  been  suggested  that 
the  scope  of  the  country  surveys  be  broadened  to  cover  at  least  briefly  such 
matters  as:  (l)  governmental  structure  of  the  country;  (2)  income  level  and  re- 
source position  (as  to  labor,  minerals,  power,  etc.);  (3)  literacy  rate  and  population 
statistics;  (4)  basic  cultural  patterns;  (5)  government  expenditure  programs  and 
budget  position;  and  (6)  quality  of  government  administration. 53/  Comparing  the 
items  in  these  two  lists  points  up  the  questions  of  scope  and  coverage  that  have  to 
be  resolved  before  undertaking  structural-institutional  surveys  on  any  large  scale. 

That  the  planning  and  execution  of  a  research  program  requires  extensive 
country  information  is  apparent.  This  requirement  can  be  met  implicitly  by  bring- 
ing to  bear  on  research  planning  the  accumulated  information  and  impressions  of 
various  countries  as  they  exist  in  the  minds  of  the  research  planners.  Or  it  can  be 
met  explicitly  by  a  series  of  reports  combining  systematic  search,  compilation, 
description,  and  observation  of  the  type,  though  not  necessarily  the  scope,  illus- 
trated in  Part  Four  of  this  volume. 

C.      Quantitative  Studies 

1.      Revenue  Statistics 

Revenue  data  are  a  self-evident  basic  need  in  studies  of  taxation.  The  problems 
involved  in  obtaining  them  for  the  agricultural  sector,  the  types  of  data  which  are 
available  or  accessible,  and  the  actual  figures  thus  far  put  together  centrally  for 
recent  years  are  covered  in  the  Fiscal  Division's  survey  paper  at  the  beginning 
of  Part  Four.  That  many  gaps  still  exist  is  clear.  Some  of  the  difficulties  in  obtain- 
ing data  and  the  inadequacies  of  the  data  which  are  obtainable  are  indicated  in  the 
various  country  studies.  The  overcoming  of  these  gaps  and  deficiencies  deserves 
a  high  priority  in  the  routine  research  activities  of  international  organizations 
and  their  regional  agencies. 

To  make  revenue  data  meaningful  for  economic  analysis  requires  not  only  that 
they  be  put  in  historical  and  international  context,  but  that  they  be  converted  into 
ratios  of  various  kinds.  For  example,  ratios  of  agricultural  taxes  to  total  tax 
collections,   to  income  derived  from  agriculture  to  national  income,  to  land  rents, 

5  3/   This  list  follows  suggestions  by  Haskell  P.  Wald. 
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to  land  values,  to  other  costs  incurred  by  agriculturists,  and  so  on,  would  help  to 
give  these  taxes  perspective  both  as  a  source  of  funds  and  as  an  incentive  device 
in  a  program  of  economic  development.  In  appraisals  of  the  land  tax  as  an  incen- 
tive instrument,  for  example,  it  is  illuminating  to  have  ratios  of  taxes  paid  to  land 
values  and  to  other  costs  or  expenses  of  production.  If  the  land  tax  in  Brazil  really 
represents  no  more  than  one-tenth  of  one  per  cent  of  the  current  sales  value  of 
land,  as  has  been  recently  asserted,  the  writer's  suggestion  (in  paper  three  of  this 
Part)  for  a  study  of  the  incentive  uses  of  Brazilian  land  taxation  would  lose  much 
of  its  point. 

2.      Studies  of  Tax  Incidence  and  Burden  Distribution 


One  need  hardly  dwell  on  the  basic  importance  and  wide  applicability  of  tax 
burden  and  incidence  studies  in  the  present  context.  Assumptions  about  incidence 
and  burden  distribution  have  to  be  made  at  every  turn  in  appraising  the  equity, 
distributional,  and  economic  effects  of  agricultural  taxation.  Illustrative  of  the 
important  questions  which  can  only  be  answered  by  making  such  assumptions, 
either  with  or  without  the  requisite  data,  are  the  following:  (l)  What  taxes  does 
the  farmer  pay  both  as  producer  and  as  consumer?  (2)  Is  the  agricultural- rural 
sector  over-  or  under-burdened  relative  to  the  industrial-urban  sector?  (3)  How  is 
the  agricultural  tax  burden  divided  as  between  cultivators,  landlords,  money-lend- 
ers, middlemen,  and  the  like,  i.e.,  who  has  the  untapped  taxable  capacity  in  the 
agricultural  sector?  (4)  What  share  of  the  taxes  is  paid  by  the  non-monetized  rural 
sector,  and  what  is  its  taxable  capacity?  (5)  Regardless  of  the  economic  sector  in 
which  they  are  located,  do  certain  forms  and  sizes  of  income  and  wealth  escape 
their  fair  share  of  tax?  (6)  How  large  a  part  of  an  increase  in  the  productivity  of 
land  would  be  reflected  in  increased  tax  yields?  (7)  What  part  of  agricultural  taxes 
is  at  the  expense  of  private  savings  and  what  part,  private  consumption?  (8)  What 
are  the  incentive  effects  of  agricultural  taxes? 

Some  of  the  considerations  involved  and  problems  faced  in  pursuing  burden 
studies  in  the  agricultural  sector  are  examined  in  Appendix  B,  which  reproduces 
a  memorandum  on  this  subject-by  the  Fiscal  Division,  and  in  the  Report  of  Working 
Group  IV  in  Part  One  of  this  volume. 

In  comparison  with  developed  countries,  burden  studies  for  underdeveloped 
countries  labor  under  severe  handicaps  of  lack  of  data.  Often,  elementary  revenue 
data  are  incomplete  or  classified  in  confusing  or  ambiguous  ways.  Data  on  national 
income,  especially  as  subdivided  by  economic  sectors  and  sub-groups,  let  alone  by 
income  size  groups,  remain  to  be  estimated  in  many  countries  as  a  prelude  to  tax 
burden  studies.  Establishment  of  consumer  spending  patterns  as  a  basis  for  assess- 
ing the  incidence  of  consumption  taxes  is  more  difficult  because  of  (a)  greater 
differences  between  the  consumption  patterns  of  urban  and  rural  inhabitants,  and 
(b)  the  problem  of  converting  subsistence  farming  and  barter  transactions  into 
monetary  equivalents.  Offsetting  these  complications  in  part  are  (l)  the  fact  that 
distributions  of  tax  burdens  by  income  size  groups  are  relatively  less  important 
in  underdeveloped  countries  than  those  by  broad  occupational  and  industrial  group- 
ings which  are  easier  to  estimate;  (2)  the  greater  reliability  of  certain  economic 
assumptions  because  of  immobility  of  resources;  (3)  the  greater  simplicity  of 
economic  structure  often  found  in  underdeveloped  countries. 
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The  dangers  of  a  partial  approach  to  incidence  and  burden  studies  should  not 
go  unnoted.  A  fully  balanced  picture  of  "net  burden"  or  "net  contribution"  of  the 
agricultural  sector  cannot  be  obtained  without  getting  a  distribution  of  the  inci- 
dence of  government  services  and  expenditures  in  that  sector.  Even  more  impor- 
tant, one  should  be  aware  of  the  dangers  inherent  in  splitting  off  one  sector  of  the 
economy  for  a  burden  study,  especially  insofar  as  this  procedure  eliminates  the 
stern  requirement  that  100  per  cent  of  the  tax  burden  --no  more  and  no  less  -- 
be  accounted  for  in  the  taxes  allocated  to  various  sectors  and  groups.  To  avoid 
over-  or  understatements  of  burden  arising  from  this  source  may  require  extend- 
ing the  studies  to  the  economy  as  a  whole.  It  is  understood,  for  example,  that 
difficulties  of  this  kind  induced  Norway  to  abandon  an  attempt  to  study  certain 
aspects  of  income  distribution  for  the  agricultural  sector  alone. 

In  the  face  of  various  difficulties  and  with  limited  resources,  are  there  any 
rough  approximations  that  can  be  substituted  for  detailed  studies?  A  first  approx- 
imation which  can  illuminate  certain  aspects  of  the  problem  is  to  obtain  a  reliable 
breakdown  of  tax  revenues  by  type  of  tax  and  then  apply  to  the  country  in  question 
the  general  consensus  concerning  the  incidence  of  consumption  taxes,  land  taxes, 
and     income     taxes     among     broad    income    and    industrial    sector  groupings. 54/ 

Another  approach  is  to  conduct  a  study  in  a  country,  e.g.,  India,  for  which 
relatively  satisfactory  data  may  be  available,  and  then  transfer  the  results  to 
countries  of  similar  economic  structure  and  institutions,  e.g.,  Pakistan.  This 
ingenious  device  was  used  by  Richard  Musgrave  in  arriving  at  a  rough  approx- 
imation of  the  distribution  of  tax  burdens  in  Western  Germany. 55/  Essentially, 
the  method  was  this:  assume  that  the  percentage  distribution  6F~a  given  type  of 
tax  by  income  groups  is  the  same  in  Germany  as  in  the  United  States;  given  an 
income  distribution  for  Germany,  multiply  the  resulting  percentages  for  each  type 
of  tax  in  each  income  class  by  the  amount  of  income  in  that  class,  and  add  the 
resulting  sums  for  each  class;  the  end  product:  a  rough  and  ready  distribution 
of  German  tax  burdens  by  income  size.  Other  types  of  distributions  could  presum- 
ably be  transferred  in  similar  ways.  While  Musgrave  would  be  the  first  to  admit 
the  shortcomings  of  this  procedure,  it  serves  a  useful  purpose  in  its  context:  in 
the  face  of  limited  research  resources  and  severe  limitations  of  data,  it  offers 
approximations  that  seem  vastly  preferable  to  ignorance. 

3.      The  National  Sample  Survey  of  India 

India,  combining  an  underdeveloped  agrarian  economy  with  advanced  adminis- 
trative and  statistical  facilities,  appears  to  be  a  particularly  promising  subject 
for  quantitative  tax  studies,  the  more  so  since  results  may  in  good  part  be  trans- 
ferable to  Pakistan,  Indonesia,  China,  and  other  relatively  diversified  agrarian 
economies.  It  therefore  seems  appropriate  to  examine  India  briefly  to  examplify 
more  concretely  the  types  of  statistical  inquiry  that  might  be  undertaken. 

54/  See  the  suggestions  regarding  allocation  of  these  taxes  in  the  Report  of 
Working  Group  IV. 

55/  Available  only  in  a  restricted  report  of  an  Economic  Cooperation  Administra- 
tion mission  to  Germany  in  1951. 
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A  running  start  for  a  study  of  the  level  and  distribution  of  agricultural  tax 
burdens  would  be  provided  by  the  Government  of  India's  National  Sample  Survey. 
The  Survey  was  organized  in  1950  on  a  country-wide  basis  to  collect  information 
needed  for  various  planning  and  administrative  purposes.  It  divides  India's  rural 
area  into  100  blocs,  from  which  1,800  sample  villages  have  been  selected  and 
stratified  on  a  population  basis.  Surveys  are  conducted  several  times  a  year.  To 
judge  by  the  first  two  rounds  in  1950-51,  they  are  divided  into  two  parts:  one 
based  on  land  plots  and  designed  to  bring  to  light  the  actual  conditions  governing 
agricultural  production,  the  other  based  on  households  and  designed  chiefly  to 
illuminate  consumption  patterns. 56/ 

An  intensive  review  of  the  National  Sample  Survey's  published  results  and,  if 
possible,  of  unpublished  tabulations  might  provide  informative  data  on  taxation  of 
the  Indian  farmer  both  as  producer  and  as  consumer.  The  exact  nature  of  various 
taxes  on  the  farmer  as  producer  and  the  relation  of  these  to  the  cost  structure  of 
farming  as  a  business  and  to  the  type  of  land  tenure  and  land  use  might  be  brought 
to  light.  Similarly,  the  burden  of  taxes  on  farmers  as  consumers  relative  to  the 
amount  of  their  income  and  consumption  might  be  estimated.  The  repercussions 
of  land  reform  on  tax  burdens  and  their  distribution  would  be  another  avenue  for 
study.  Tax  burdens  of  the  non-farm  rural  population  could  be  studied  and  con- 
trasted with  those  of  farmers.  Another  significant  object  of  study  would  be  the 
relative  tax  burdens  of  the  various  claimants  to  agricultural  income:  cultivators, 
landlords,  those  holding  intermediate  ownership  rights,  money-lenders,  middlemen 
and  processors,  and  so  on.  Whether  past  or  future  Indian  Sample  Surveys  can  yield 
the  listed  types  of  quantitative  information  is  a  matter  of  conjecture,  but  research 
programming  in  this  area  should  take  cognizance  of  the  fact  that  these  Surveys 
probably  provide  the  most  advanced  base  available  for  the  type  of  detailed  quanti- 
tative investigation  suggested  here. 

4.      Studies  of  Sectoral  Taxable  Capacity 

In  contrast  with  more  detailed  distributional  studies  within  the  agricultural 
sector,  studies  under  this  heading  involve  the  allocation  of  tax  burdens  between  the 
agricultural  and  non- agricultural  sectors.  In  connection  with  the  problem  of 
providing  tax  revenues  for  economic  development  in  Indonesia,  Douglas  S.  Paauw 
of  the  staff  of  the  Massachusetts  Institute  of  Technology  Center  for  International 
Studies  has  made  an  interesting  estimate  of  tax  burden  and  sectoral  tax  capacity 
for  that  country. 57/  On  the  basis  of  earlier  Dutch  studies,  and  with  full  awareness 
of  the  peculiar  characteristics  of  the  economy  (including  a  heavy  incidence  of  rural 
industry  relative  to  most  agricultural  economies),  Paauw  has  arrived  at  what  he 
considers  a  satisfactory  bi- sectoral  incidence  of  the  various  Indonesian  taxes.  On 
the  basis  of  both  point  of  origin  and  point  of  assumed  incidence,  he  allocates  to  the 
two  sectors  each  of  the  taxes  on  income  and  wealth,  the  consumption  taxes,  and  the 
land  and  ground  taxes.  The  resulting  general  impressions  of  the  tax  burden  on  the 

56/  Results  of  the  first  household  survey  were  published  in  part  by  the  Government 
of  India  in  The  Majority  Sample  Survey  General  Report  No.  1  on  the  First 
Round  -  October  1950  to  March  1951.  Ministry  of  Finance,  Department  of 
Economic  Affairs;  information  obtained  from  the  survey  has  also  been  pub- 
lished by  the  Gokhale  Institute  at  Poona. 

57/   In  a  preliminary,  unpublished  staff  study. 
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rural  population  are  interesting:  The  present  tax  system  fails  to  reach  the  non- 
market  rural  sector  (representing  perhaps  25  per  cent  of  gross  national  product) 
and  taxes  the  market  foodcrops  sector  (perhaps  another  15  per  cent  of  gross 
national  product)  very  lightly  via  indirect  taxation  only. 

5.      The  Role  of  Social  Accounting  in  Fiscal  Studies 

Social  accounting  for  both  developed  and  underdeveloped  areas  takes  three 
main  forms:  (a)  the  usual  national  income  statistics;  (b)  sectoral  accounts  with 
emphasis  on  financial  flows;  and  (c)  input-output  tables  with  emphasis  on  technical 
production  coefficients.  By  and  large,  the  construction  of  these  social  accounts 
bears  on  fiscal  research  in  agriculture  only  to  the  extent  that  they  provide  pre- 
requisite data  or  expose  economic  relationships  which  may  be  important  in  draw- 
ing conclusions  on  the  relative  burden  and  economic  impact  of  various  tax  and 
budgetary  measures.  Where  the  social  accounts  required  for  studies  of  tax  burden 
distribution  and  economic  effects  are  lacking,  choices  presumably  must  be  made 
among  these  three  basic  approaches  to  the  building  up  of  at  least  rudimentary 
data  for  an  underdeveloped  economy. 

National  income  data  give  us  some  index  of  the  economic  size  and  potential  of 
an  economy;  as  policy  tools  they  are  probably  more  useful  to  the  full  employment 
and  economic  stability  objectives  of  advanced  economies  than  to  the  structural 
and  developmental  problems  of  less  advanced  economies.  Input-output  data,  to  the 
extent  obtainable,  provide  a  detailed  picture  of  physical  interrelationships  of  an 
economy's  productive  sectors,  help  determine  the  technical  requirements  of  a 
development  program,  and  point  up  the  likely  production  bottlenecks  and  the 
probable  drain  on  foreign  exchange;  as  policy  tools,  they  are  particularly  helpful 
in  investment  planning.  Sectoral  accounts  data  are  built  up  from  financial  data  on 
payments  and  receipts;  they  show  the  amounts  and  flows  of  income,  consumption, 
savings,  and  investment  among  (typically)  industrial  sectors  like  agriculture, 
mining,  manufacturing,  transport,  government,  and  "other";  like  input-output 
analyses,  sectoral  accounting  emphasizes  structure  and  functioning  rather  than 
size  of  the  economy,  but  (a)  the  statistical  demands  they  make  are  likely  to  be 
less  detailed  and  exacting,  (b)  they  are  better  oriented  to  the  dynamics  of  develop- 
mental programming;  and  (c)  they  provide  more  directly  relevant  information  for 
purposes  of  fiscal  and  monetary  analysis  and  decision-making. 

Further  experimentation  is  needed  to  determine  which  of  the  social  account- 
ing approaches  offers  most  --  cost  and  availability  of  data  considered  --to  the 
illumination  of  tax  and  expenditure  relationships  in  particular  types  of  economies. 
The  above  summary  suggests  that  sectoral  accounting  is  likely  to  prove  the  most 
practical  and  useful  of  the  three  for  most  agricultural  fiscal  studies.  This  tentative 
judgment  receives  support  in  studies  relating  to  the  overall  aspects  of  develop- 
mental   planning   5  8/   and    in    the    Report    of    Working    Group    IV  in  Part  One. 5 9/ 

58/  Among  the  articles  which  shed  light  on  this  problem  are:  Stone,  Richard, 
Measures  of  National  Income  and  the  Construction  of  Social  Accounts,  United 
Nations  Studies  and  Reports  on  Statistical  Methods,  No.  7  (1947);  Seers, 
Dudley,  "The  Role  of  National  Income  Estimates  in  the  Statistical  Policy  of  an 
Underdeveloped  Area,"  The  Review  of  Economic  Studies,  Vol.  20,  pp.  159-68; 
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D.      Studies  of  Tax  Administration 

1.  In  General 

Research  on  the  possibilities  of  increasing  tax  revenues  and  improving  the 
equity  and  efficiency  of  taxation  via  improvements  in  administration  have  a  very 
substantial  appeal.  As  was  suggested  above  in  Section  III,  such  improvements  may 
come  through  (l)  increasing  the  quantity  of  resources  devoted  to  tax  administra- 
tion; (2)  improving  the  effectiveness  with  which  these  are  applied  in  terms  of 
both  the  human  element  and  the  techniques  and  methods  that  administrators  have 
to  work  with;  and  (3)  overcoming  some  of  the  obstacles  imposed  by  illiteracy, 
non-monetary  income,  and  the  like,  perhaps  by  adopting  new  assessment,  collec- 
tion, and  enforcement  methods. 

Such  studies  are  particularly  attractive  because  they  do  not  necessarily  involve 
any  change  in  basic  tax  philosophy  or  increases  in  tax  rates.  Yet  they  may  offer 
avenues  for  very  substantial  gains  in  revenue  and  equity. 

For  example,  the  Indonesian  study  cited  above  observes  that  the  problem  of 
securing  a  larger  percentage  of.  gross  national  product  for  government  is  mainly 
administrative  rather  than  economic.  A  former  Indonesian  finance  minister  is 
quoted  as  estimating  that  the  present  tax  structure  could  provide  revenue  increases 
ranging  up  to  200  per  cent  by  effective  enforcement  --  though  he  recognizes  that 
such  enforcement  is  at  least  10  to  15  years  away.  Though  the  ultimate  returns  on 
studies  of  tax  administration  may  be  many  years  in  realization,  they  appear  to  be 
well  worth  the  effort  in  most  underdeveloped  countries. 

2.  Income  Tax 

Paper  five  in  this  Part  takes  up  a  somewhat  different  aspect  of  administrative 
studies.  It  suggests  research  into  methods  of  adapting  the  income  tax  to  the  agri- 
cultural sector  of  underdeveloped  countries.  Since  it  examines  this  subject  in 
considerable  detail,  only  one  or  two  points  need  to  be  mentioned  here.  Among 
promising  directions  of  research  might  be  an  investigation  of  the  presumptive 
techniques  borrowed  in  part  from  land  taxation  and  the  use  of  collection- in-kind 
which  has  been  successfully  applied,  for  example,  in  Korea  and  pre-war  Indonesia. 
The  possibility  of  selecting  certain  segments  of  agricultural  income  (e.g.,  rent, 
interest,  and  middleman  profit)  or  certain  types  of  agricultural  organization  (e.g., 
corporation  and  estate  agriculture)  for  income  taxation  are  also  given  attention. 
While  concentrating  on  the  income  tax,  the  paper  also  contains  many  suggestions 
that  would  be  pertinent  to  research  focused  on  improvement  of  administration  of 
the  land  tax. 60/ 

58/  (Continued)  and  an  unpublished  study  (dittoed),  "Social  Accounting  in  Under- 
developed Areas,"  by  Hollinger,  William  C,  of  the  M.I.T.  Center  for  Inter- 
national Studies.  The  writer  is  indebted  to  Mr.  Hollinger  and  also  to  Franklyn 
D.  and  Mathilda  Holzman  of  the  University  of  Washington  for  access  to  unpub- 
lished materials  in  this  field. 

59/  See  especially  the  last  section,  which  suggests  several  uses  of  various  types 
of  sectoral  accounts  in  fiscal  research,  uses  to  which  national  income  and 
input- output  data  are  not  well  adapted. 

60/  See  also  the  research  proposals  in  the  Report  of  Working  Group  II  in  Part  One. 
One  of  these  deals  with  income  taxes  as  a  subject  for  administrative  research, 
with  particular  emphasis  on  the  integration  of  the  land  tax  and  the  income  tax. 
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3.      Form  of  Agricultural  Organization 

The  tax  problems  associated  with  various  forms  of  cooperative  or  other  group 
organization  of  agricultural  production  --  while  involving  considerations  relating 
to  tax  equity,  economic  effects  and  such  special  problems  as  land  tenure  reform  -- 
are,  first  and  foremost,  administrative  in  character.  That  is  to  say,  while  funda- 
mental questions  relating  to  equity  in  taxation  and  to  the  economic  role  of  such 
production  groups  have  to  be  resolved  in  order  to  develop  reasoned  tax  policies 
for  them,  all  such  decisions  are  subject  to  the  peculiar  administrative  limitations 
faced  in  taxing  group  agriculture.  Whether  it  be  the  cooperative  settlements  of 
India,  the  tribal  or  communal  farms  of  Africa,  the  Hindu  undivided  family,  the 
kibbutz  in  Israel,  or  the  ejidos  in  Mexico  --in  each  case  the  methods  of  assessing 
taxable  income  and  property,  the  allocation  of  tax  burdens  within  the  group,  and 
the  integration  of  taxes  on  the  groups  as  a  whole  with  those  on  individual  farmers 
have  proved  troublesome  in  theory  and  practice.  A  study  of  the  problems  encoun- 
tered, the  methods  currently  used  to  meet  them,  and  possible  alternatives  may 
yield  important  practical  results.  The  Report  of  Working  Group  III  in  Part  One 
also  suggests  research  on  this  problem. 

E.      Studies  of  Special   Economic   and  Social    Uses  of  Agricultural  Taxation 

It  is  common  knowledge  that  taxes  can  be  used  to  stimulate  or  promote  certain 
types  of  activity  and  to  discourage  or  penalize  others.  Many  examples  of  such  uses 
can  be  found  in  the  taxation  of  land  value,  production  and  income  in  underdeveloped 
economies.  Moreover,  all  taxes  have  incentive  effects,  either  favorable  or  unfavor- 
able. It  is  important,  then,  for  appraisal  of  the  role  of  taxation  in  economic  devel- 
opment that  incentive  uses  and  effects  and  other  special  developmental  aspects  of 
taxation  receive  adequate  study.  Several  of  these  are  examined  and  recommended 
for  study  in  the  Report  of  Working  Group  I  in  Part  One.  Two  papers  in  this  Part 
are  devoted  entirely  to  special  economic  and  social  uses  of  agricultural  taxation 
and  the  research  necessary  to  appraise  and  improve  those  uses.  Therefore,  these 
two    research    subjects    are    treated    here    solely    by    reference  to  those  papers. 

1.  The  Use  of  Agricultural  Taxation  for  Incentive  Purposes 

This  subject  is  covered  in  paper  three  of  this  Part,  which  surveys  the  incentive 
devices  and  considerations  now  reflected  in  tax  policies  of  underdeveloped  coun- 
tries, suggests  conditions  under  which  monetary  incentives  can  be  sufficiently 
strong  to  be  weighed  in  tax  policy,  examines  various  considerations  relating  to 
research  in  this  area,  and  presents  several  research  proposals  in  some  detail. 
Further     research     proposals     are    outlined    in    the    Report    of  Working  Group  I. 

2.  Taxation  in  Relation  to  Land  Tenure  Reform 

This  subject  is  covered  in  paper  four  of  this  Part.  It,  too,  surveys  relationships 
between  agricultural  taxes  and  selected  socio-economic  objectives  often  encoun- 
tered in  developing  agrarian  economies  --in  this  case,  the  objectives  associated 
with  land  reform  in  the  broadest  sense  of  the  term  --  and  suggests  a  series  of 
research  problems  and  proposed  projects.  Further  research  projects  are  outlined 
in  the  Report  of  Working  Group  III. 
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F.      The  "Crop  Approach"  to  Studies  of  Agricultural  Taxation 

Especially  for  economies  dominated  by  a  single  crop  --  and  particularly  if  that 
crop  is  mainly  sold  in  export  --an  approach  to  the  study  of  agricultural  taxation 
through  the  crop  in  question  may  be  the  most  useful  one  for  appraising  both  equity 
and  economic  effects.  By  following  the  crop  through  from  point  of  production  to 
point  of  destination  and  examining  the  taxes  that  attach  themselves  to  it  in  the 
process,  one  may  cover  a  considerable  part  of  the  entire  agricultural  tax  picture 
of  a  monocultural  economy.  Even  where  the  crop  does  not  dominate  the  economy, 
this  approach  to  the  study  of  agricultural  taxation  may  have  attractions  in  either 
one  of  two  alternative  situations:  (l)  where  the  crop  is  really  the  prime  target 
of  the  tax  system,  or  the  significant  part  of  it,  and  where  the  effects  on  the  series 
of  persons  involved  in  producing  and  marketing  the  crop  may  be  given  only  secon- 
dary attention  by  the  country  in  question  --  and  consequently  may  be  haphazard 
and  capricious;  under  these  circumstances,  the  crop  study  may  yield  insights  which 
are  not  obtainable  in  other  ways;  or  (2)  where  the  persons  and  factors  of  production 
are  the  taxation  target,  and  the  effects  on  the  crop  are  haphazard  and  need  to  be 
analyzed  systematically  for  the  purposes  of  determining  the  economic  rationale  of 
the  agricultural  tax  system  as  it  applies  to  the  crop  in  question. 

Illustrative  of  the  crop  approach  along  the  lines  suggested  here  is  the  recent 
special  study  by  Louis  Shere  on  the  taxation  of  sugar. 61/  In  this  study,  Professor 
Shere  examines  the  role  that  sugar  plays  in  the  economies  of  the  countries  in  the 
Caribbean  and  the  structure  of  the  sugar  industry  and  its  markets.  The  character- 
istics of  both  domestic  and  international  markets  for  sugar  are  examined  in  some 
detail,  since  the  nature  and  incidence  of  the  various  taxes  on  sugar  depend  to  such 
a  large  extent  on  the  special  characteristics  of  these  markets.  The  profit  and  asset 
positions  of  the  leading  sugar  companies  are  also  reviewed.  Having  filled  in  the 
economic  background,  the  study  examines  the  specific  taxes  that  apply  to  sugar 
cane  and  its  products,  including  import  and  export  duties,  and  various  special 
production  and  consumption  taxes.  Finally,  the  more  generally  applicable  taxes 
that  affect  the  production  and  consumption  of  sugar  are  surveyed,  namely,  income 
and  profits  taxes,  property  taxes,  general  sales  taxes,  and  payroll  taxes.  To  the 
extent  possible  within  the  necessarily  limited  scope  of  the  study,  inferences  are 
drawn  concerning  the  nature  of  the  economic  effects  and  incidence  of  the  various 
taxes  on  sugar  production. 

A  proposal  for  a  crop  study  of  rice  is  contained  in  Appendix  C.  This  is  thought 
of  as  a  comparative  study  of  the  systems  of  taxation  and  tax-like  measures  applied 
to  the  production,  marketing  and  consumption  of  rice,  particularly  in  South  East 
Asia.  It  proposes  to  appraise  the  effectiveness  of  various  forms  of  rice  taxation 
in  terms  of  (l)  promoting  economic  development  and  stability;  (2)  distributing 
government  burdens  fairly;  and  (3)  achieving  satisfactory  compliance.  The  com- 
parative approach  should  help  to  ascertain  the  taxable  capacity  of  the  rice  growers 

61/  Shere,  Louis,  Sugar  Taxation  in  the  Caribbean  and  Central  American  Countries, 
prepared  by  cooperative  agreement  between  the  Pan-American  Union,  the 
Secretariat  of  the  Economic  Commission  for  Latin  America,  and  the  United 
Nations  Fiscal  Division  of  the  Department  of  Economic  Affairs;  Pan-American 
Union  (December  1952). 
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and  the  effectiveness  of  alternative  fiscal  systems  in  tapping  it.  To  round  out  the 
study,  the  operation  of  rice  subsidies  in  various  countries  would  also  need  to  be 
examined. 

G.      Studies  of  Particular  Fiscal  Instruments 

1.      Agricultural  Marketing  Boards  and  Other  "Gateway"  Levies 

A  substantial  number  of  African,  Asian,  and  South  American  countries  have 
utilized  marketing  boards,  especially  for  export  crops,  as  a  price  and  exchange 
stabilization  device  and  as  a  significant  source  of  governmental  revenue. 62/  The 
experience  of  Burma,  referred  to  earlier  in  this  paper  and  also  in  Appendix  C,  may 
be  used  as  an  illustration  of  the  apparent  attractions  of  the  marketing  board  as  an 
economic -fiscal  device  and  its  consequent  interest  as  the  possible  subject  of 
research.  Thus,  the  Government  of  Burma,  in  a  recent  working  paper,  expressed 
considerable  satisfaction  with  its  experience  in  monopolistic  marketing  of  rice  for 
export  through  the  State  Agricultural  Marketing  Board,  as  follows: 

"The  SAMB  which  was  established  in  1946  with  a  view  to  stabilizing 
the  internal  price  of  paddy  and  to  eliminate  the  export  monopoly  of 
foreigners  has  more  than  fulfilled  its  original  objective.  The  upward 
moving  level  of  paddy  prices  and  the  policy  of  stabilizing  domestic 
prices  has  made  it  a  principal  source  of  government  receipts.  Conse- 
quently, although  cultivators  have  not  received  direct  benefits  from 
the  favorable  export  prices  of  rice,  they  have  been  guaranteed  a  min- 
imum price  for  paddy,  and  the  profits  from  rice  export  enable  the 
government  to  make  current  and  capital  expenditures  which  will 
increase  incomes  and  living  standards  and  provide  the  people  with 
services  which  would  otherwise  not  be  available. "63/ 

A  comparative  investigation  of  this  experience  and  of  some  of  the  other  govern- 
mental marketing  board  experiences,  e.g.,  in  Nigeria,  the  Gold  Coast,  and  Argen- 
tina, would  provide  perspective  on  the  effectiveness  of  such  boards  as  a  source  of 
tax  revenue  from  the  agricultural  sector,  as  a  device  for  administering  taxes,  as  an 
instrument  of  fiscal  policy,  and  as  means  of  distributing  government  fiscal  burdens. 

Alternatively  --  or  perhaps  in  a  comparative  study  --  one  might  conduct  an 
inquiry  into  export  taxes  and  multiple  exchange  rates  as  similar  "gateway"  meas- 
ures affecting  the  agricultural  export  economy.  As  the  summary  tax  table  in  Section 
IV,  above,  brings  out,  these  taxes  are  sometimes  the  heaviest  in  the  entire  agricul- 
tural tax  complex  of  underdeveloped  countries.  Their  study,  especially  as  to  inci- 
dence and  economic  effects  --  and  with  special  reference  to  special  marketing 
agreements  and  peculiar  world  marketing  conditions  which  may  prevail  with  respect 
to  particular  export  commodities  --  is  worthy  of  full  consideration  in  a  research 
program.  The  importance  of  such  studies  is  also  underscored  in  the  Report  of 
Working  Group  I  in  Part  One. 

62/   See   Hirsch,    Werner   Z.,    "State   Marketing  Boards  in  Under- developed  Coun- 
tries," an  unpublished  manuscript. 
63/    "The  Future  of  State  Marketing  in  Relation  to  Economic  Development,"  op.  cit., 
—     p.  5.  _ 
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2.      Other  Tax-by-Tax  Studies 

Although  the  various  "gateway"  measures  offer  perhaps  the  most  intriguing 
application  of  the  '"tax-by-tax  approach",  other  studies  of  particular  taxes  also 
offer  promise.  These  studies  are  visualized  as  comprehensive  investigations  of 
the  various  facets  --  economic,  equity,  administrative,  revenue  --  of  a  given  tax, 
e.g.,  the  land  tax  or  the  inheritance  tax.  Such  studies  would  ideally  include  not 
only  analytical  explorations  of  the  operation  and  effects  of  the  tax  in  different 
settings,  buttressed  by  comparisons  with  other  tax  forms,  but  also  field  work  in 
a  series  of  representative  countries  to  permit  a  comparative  evaluation  of  the 
tax  in  practice. 

In  the  case  of  the  land  tax,  one  might  well  go  further  and  compare  the  alter- 
native bases  that  have  been  used  in  its  application  --  capital  value,  gross  produc- 
tion, rental  value,  potential  yield,  area,  etc.  --  and  the  alternative  methods  of 
assessment  and  collection.  From  this  type  of  study  might  be  drawn  a  set  of 
specifications  for  systems  of  land  taxation  appropriate  to  agricultural  economies 
in  different  institutional  settings  and  stages  of  economic  development.  A  successful 
study  in  this  area  could  point  the  way  to  improvement  of  the  tax  which  in  its  varied 
forms  is   still  the  mainstay  of  agricultural  taxation  in  the  underdeveloped  world. 
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Appendix  A 
DRAFT  QUESTIONNAIRE  ON  FISCAL  PROBLEMS  OF  AGRICULTURE    V 
A.   Revenue 

1.       What  types  of  taxes  are  levied  on  agricultural  land? 

a.  What  are  the  bases  of  assessment? 

Describe  fully  the  various  assessment  bases  used  for  taxation  of 
land  and  explain  assessment  procedure  with  respect  to: 

(i)     Capital  value  of  the  land  (i.e.,  cost  or  selling  value); 

(ii)    Annual  value  of  the  land  (i.e.,  rent); 

(iii)  Actual  productivity  of  the  land  under  its  present  use; 

(iv)  Estimated  value  of  the  farm  output  (net  or  gross); 

(v)  Potential  value  of  the  land; 

(vi)  Value  of  the  capital  improvements  made  on  land  even  in  cases 
where     such     improvements     do    not    increase    productivity. 

b.  What  are  the  methods  for  valuing  the  bases  of  assessment? 

Give  full  description  on  methods  of  valuation.  Describe  especially 
the  cadastral  and  land  survey  system,  methods,  periodicity,  and 
particularly  land  classification  and  explain  whether  special  con- 
sideration is  given  to: 

(i)     Changes   in  the   crop   yield  from   one   harvest  to  another  with 
special     consideration     to     the     crop    rotations    and    current 
fallows; 
(ii)    Changes   in   the    kind   and  quality  of  the  products  harvested  in 

each  cultivation  period; 
(iii)  Changes  in  prices  of  agricultural  products  yearly  or  according 

to  seasonal  fluctuations; 
(iv)  Changes  in  the  cost  of  production. 

c.  How  are  the  periodic  tax  liabilities  calculated? 

Answer  this  part  with  reference  to: 

(i)      Types    of    taxes    and    fees    (fixed   in  money   or  percentages); 

1/  This  draft  was  prepared  in  1952  jointly  by  the  Economics  Division  of  the  Food 
and  Agriculture  Organization  of  the  United  Nations  and  the  Fiscal  Division  of 
the    United  Nations  Department  of  Economic  Affairs. 
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(ii)    Schedules  of  rates; 

(iii)  Whether  the  tax  rates  vary  with  the  size  or  quality  of  the  land 

holding  and  farm  output; 
(iv)  Whether  taxes   include    rent  element  (particularly  in  the  case 

of  governmental  estates  leased  to  individuals); 
(v)    Whether  taxes  include  service  element  (such  as  in  the  case  of 

land    irrigated    through    canals    constructed   by   government). 

d.   (i)  Who  is  liable  for  the  tax  payment: 

(a)  The  individual  (tenant,  landlord,  etc.); 

(b)  The  village  communities? 

(ii)  Is    it  collected  from   the   person  or  persons  who  are  primarily 
liable  for  tax  payment,  or  from  others? 

2.  What  taxes  exist  on  the  produce  of  land  (as  distinct  from  those  products 
which  may  be  taken  account  of  in  determining  the  taxable  value  of  land 
for  land  taxation)? 

a.  Is  the  tax  levied  at  the  farm,  at  the  market  place  or  other  terminals, 
or  at  the  point  of  export? 

b.  How  is  the  tax  base  valued? 

3.  What  taxes  are  levied  on: 

a.  Livestock; 

b.  Fruit  or  other  trees; 

c.  Forest  woods  and  other  products; 

d.  Inland  fisheries? 

4.  What  taxes  are  levied  on  income  derived  by  landlords,  tenants,  agricul- 
tural laborers? 

a.  Are  these  special  taxes  on  agricultural  income  or  parts  of  a  general 
income  tax? 

b.  Are  such  taxes  levied  on  net  income  or  on  gross  income? 

c.  How  are  they  assessed  and  what  are  the  rates? 

d.  Is  there  any  progression  in  the  rate  system? 

e.  What  personal  exemptions  and  family  allowances  are  there? 

f.  What  is  the  method  of  administration? 

g.  What  special  income  tax  measures  apply  to: 

(i)     Corporate  plantations; 
(ii)    Undivided  families; 

(iii)  Co-operative  and  similar  types  of  farm  holdings? 
h.    What    is   the    relationship  between   such   income    taxes   and  the  land- 
produce  and  export  taxes  listed  under  questions  (l)  and  (2)? 

5.  What  other  personal  taxes  are  levied  (e.  g.,  poll  tax,  capitation  tax,  hut 
tax,  household  tax,  etc.)?    Mention  the  rates  of  such  levies. 
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6.  a.    Which   of  these   taxes  is  administered  by  the  central  government,  by 

the  provincial  government,  or  by  the  local  government  independently 
or  jointly? 

State  the  extent  of  jurisdiction  and  control  of  these  governments  with 
respect  to  the  above  taxes. 

b.  How  are  they  levied  on  landlord  or  tenant,  and,  in  the  case  of  taxes 
under  (2),  also  on  merchant  or  consumer? 

Distinguish  between  various  types  of  landlords,  especially  corporate 
plantations. 

c.  How  and  by  whom  are  they  assessed  and  collected? 

Describe  the  types  of  tax  collectors:  whether  they  are  salaried  or 
public  servants,  village  or  tribal  headmen  and  chiefs,  or  private 
agencies. 

7.  a.   Does    the    rent  vary  with  the   variations   in  taxes  referred  to  under 

questions  (l)  and  (4)  above? 

b.  Indicate  generally  the  relationships  between  the  prevailing  systems 
of  tenancy  and  the  operations  of  these  various  taxes. 

8.  a.   What    methods     of    relief    exist    for    any    of    the  taxes  mentioned  in 

questions  (l)  -  (4)  above  (including  exemptions  for  small  holdings  or 
newly  reclaimed  land,  tax  reductions  or  remissions  in  cases  of 
emergency,  etc.)? 

b.  List  the  various  tax  exemptions  and  subsidies  used  mainly  to  en- 
courage land  development  and  improvement  of  the  quality  of  the  crop. 

9.  a.   What  import  duties  and  other  taxes  are  levied  on: 

(i)     Farm  machinery  and  equipment; 

(ii)    Seed,    fertilizer,    plants,    and    other   requisites   for  farming? 

b.  Mention  the  rates  of  taxation  in  each  case. 

c.  Is  any  distinction  made  in  matters  of  taxation  between  actual  farm 
requisites  and  imported  or  manufactured  effects? 

10.  a.  Are  there  any  indirect  levies  on  the  farmers  resulting  from  an 
obligation  to  deliver  a  part  of  their  product  to  the  government  or 
authorized  agent  in  return  for  a  below-market  price? 

b.  Are  there  government  marketing  boards  or  a  multiple  exchange 
system  whose  operations  have  the  effect  of  drawing  revenue  from  the 
sale  of  farm  produce? 
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c.  What  are  the  revenue -producing,  price-stabilizing  (by  means  of 
buffer  stocks),  and  development- financing  functions  of  such  agencies? 

Indicate  their  administrative  operations. 

11.  a.   Indicate   the   amounts  of  government  revenue  drawn  from  each  of  the 

sources  listed  under  questions  (l)  -  (4),  (9)  and  (10),  with  such 
breakdowns  as  are  available  according  to  various  groups  of  taxpayers 
(such  as  corporations,  large  and  small  landholders,  tenants,  laborers). 

b.  Where  any  of  the  taxes  listed  under  (l)  -  (4)  and  (9)  are  levied  by 
local  or  provincial  authorities,  indicate  corresponding  information 
as  far  as  it  is  possible. 

12.  a.   Are  there  any  agricultural  products  which  are  under  the  government 

purchase  monopoly? 

b.  Give  a  list  of  products  under  such  monopoly  and  explain  the  degree 
and  the  extent  of  government  monopoly  on  these  products  in  different 
stages  of  distribution,  purchase,  sale,  and  marketing  in  the  domestic 
market  or  abroad. 

B.   Expenditures 


13.  If  any  of  the  revenues  listed  above  are  earmarked  for  specific  purposes, 
indicate  these  purposes  and  the  manner  in  which  these  allocations  are 
implemented. 

14.  Indicate  government  expenditures  on   rural  development,    specifically: 

a.  Reclamation; 

b.  Irrigation; 

c.  Credit; 

d.  Crop  and  animal  insurance; 

e.  Education; 

f.  Health; 

g.  Other. 

15.  a.    What     subsidies     are     granted     by     the    government    on    account  of: 

(i)     Crop  raised; 

(ii)    Crop  sold; 

(iii)  Area  withdrawn  from  cultivation; 

(Distinguish,   where   appropriate,   treatment  of  landlord  from 

treatment  of  tenant  for  (i)  -  (iii).) 
(iv)  Produce  purchased? 

b.   Is  the  purpose  of  measures  mentioned  in  (i)  -  (iv)  above: 

(i)     To  encourage   or  discourage  the  production  of  specific  crops 

in  agreement  with  the  national  agricultural  policy; 
(ii)    To    discourage    holding    of  unproductive   land  and  the   use  of 
agricultural  land  by  non-agriculturists? 
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C.   General 


16.  Indicate  any  other  important  revenue  or  expenditure  policies  which  have 
specific   effect  on  the  tax  burden  or  the  welfare  of  the  rural  population. 

17.  Attach  all  laws  and  regulations  underlying  the  replies  to  the  above 
questions  as  well  as  budgets  (closed  accounts  where  available,  otherwise 
voted  budgets  or  estimates),  and  Central  Bank  statements,  for  the  last 
five  years. 
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Appendix  B 

AN  OUTLINE  FOR  A  STUDY  OF  THE  TAX  BURDEN  OF  RURAL 
POPULATION  AND  ITS  ALLEVIATION  FOR  THE  PURPOSE  OF  AGRARIAN 

DEVELOPMENT!/ 


Introduction 
A  few  preliminary  points  should  be  made. 

1.  The  term  "tenants  and  small  and  medium-sized  farmers"  in  the  Resolution 
is  understood  in  its  broad  sense  which  would  include  all  small  and  medium- sized 
agriculturists  regardless  of  their  classes:  owner-cultivators,  tenants,  landless 
laborers,  and  all  combinations  thereof.  The  background  discussion  of  the  Com- 
mittee for  Development  which  led  to  the  passage  of  the  Resolution  deals  with  the 
matter  in  a  very  general  way  and  no  distinction  is  made  among  the  different  groups. 
However,  in  the  course  of  the  present  study  due  consideration  will  be  given  to  the 
various  classes  of  agriculturists  whenever  occasion  arises. 

2.  In  this  paper  the  alleviation  of  the  peasants'  tax  burden  is  viewed  only  in 
comparison  with  that  of  the  large  landlords  and  other  income  groups,  seeking  a 
better  and  more  equitable  tax  burden  distribution.  With  the  growing  emphasis 
given  to  the  role  of  government  in  the  financing  of  developmental  projects  it  is 
believed  that  the  alternative  of  a  wholesale  tax  reduction  and  a  consequent  loss  of 
government  revenue  is  out  of  question. 

3.  The  present  study  is  confined  to  the  discussion  of  those  tax  problems  which 
seem  significant  for  the  majority  of  the  underdeveloped  areas  and  the  generaliza- 
tions made  in  this  paper  are  not  naturally  applicable  to  all  cases. 

4.  The  first  step  in  such  a  study  should  be  to  examine  the  distribution  of  the 
tax  burden  in  the  underdeveloped  countries  and  give  a  general  picture  of  its  fairness 
among  the  different  income  groups  (large  landlords,  medium  and  small  land 
owners,  tenants,  business  proprietors,  urban  workers  and  agricultural  laborers). 
This  will  show  in  what  way  the  population  group  here  under  consideration  is  heavily 
taxed  and  what  taxes  could  best  be  alleviated  to  improve  their  conditions. 


1/  A  condensed  report  of  the  material  prepared  in  1951  by  the  Fiscal  Division  of 
the  United  Nations  Department  of  Economic  Affairs,  in  connection  with  the 
work  on  Section  2  (d)  of  General  Assembly  Resolution  401  (V)  of  November  20, 
1950  on  Land  Reform. 
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5.  Generally  speaking,  taxation  in  underdeveloped  countries  is  regressive 
and  the  load  of  taxation  falls  on  the  mass  of  the  population  which  consists  largely 
of  farmers.  In  most  cases,  outlay  taxes,  especially  those  levied  on  standard 
consumption  goods,  constitute  the  greater  part  of  this  tax  burden.  In  other  cases, 
capitation  taxes  and  land  taxation  in  either  form  (taxes  on  surplus  marketed 
agricultural  produce  or  taxes  on  land)create  a  heavy  burden  for  the  small  fanners. 

6.  Taxes  might  also  seem  oppressive  because  of  the  high  rent  which  the 
tenants  pay  to  the  landlords:  individuals,  companies,  or  government  at  various 
levels.  In  this  case,  a  better  distribution  of  the  land  income  between  the  tenants 
and  landlords  would  improve  the  income  condition  of  the  former  groups  and  would 
render  them  more  able  to  shoulder  the  tax  burden. 

7.  Three  major  alternatives  can  be  indicated  for  the  tax  alleviation  of  the 
small  agriculturists:  (a)  increase  of  productivity  with  resulting  higher  income,  (b) 
higher  taxation  of  the  large  landlords  and  other  large  income  groups  and  tax 
relief  and  basic  exemptions  for  small  agriculturists  and(c)  a  better  distribution 
of  land  income  between  the  landlords  and  small  tenants. 

8.  The  role  which  the  fiscal  system  is  expected  to  play  in  the  development  of 
a  nation's  economy  also  calls  for  careful  scrutiny  in  this  connection:  the  yield 
which  taxes  secure  for  the  government  is  a  decisive  factor  in  determining  the 
extent  of  development  activities  which  can  be  undertaken  by  the  government.  Thus, 
a  balance  should  be  struck  between  how  much  revenue  is  needed  by  government 
and  how  much  should  be  collected  from  taxpayers. 

9.  This  balance  is  also  affected  by  the  benefit  which  will  be  given  to  differ- 
ent income  groups  in  exchange  for  their  tax  contributions.  The  forms  of  this  tax 
benefit  (education,  health,  agricultural  and  irrigation  facilities  and  other  services) 
and  the  timing  of  it  (long-run  benefits  such  as  irrigation  and  agricultural  projects 
and  short-run  benefits  such  as  outright  annual  subsidies  to  farmers  and  agricultural 
financial   assistance)  are    significant  factors  which  influence  tax  reform  policies. 

10.  The  effects  which  different  taxes  have  on  economic  development  should 
be  investigated.  Certain  taxes  may  hinder  or  defer  the  development  of  agriculture, 
incentive,  and  capital  formation.  These  considerations  are  important  from  a 
development  standpoint  as  much  as  from  that  of  their  effect  on  government 
revenue. 

11.  Taxation  thus  should  be  judged  on  the  basis  of  three  major  criteria; 
equity  of  burden,  yield,  and  development.  These  standards  supply  general  findings, 
but  cannot  -  within  the  limits  of  the  present  outline  -  be  translated  into  specific 
implementation  in  specific  countries. 

I.   The  Setting  of  the  Problem 

A.  Determination  of  the  Tax  Burden 

Some  work  has  been  done  on  methods  for  determination  of  the  tax  burden. 
The    application    to    underdeveloped  countries,   however,   where   data   are  largely 
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lacking,   is  extremely   difficult  considering  the  statistical  difficulties  encountered 
in  this  field  even  in  the  most  advanced  nations. 

The  standard  approach  to  the  problem  -  without  any  refinement  and  in  a 
very  crude  form  -  is  to  classify  taxpayers  into  income  classes  and  establish  a 
family  (taxpaying  household)  budget  for  each  class.  On  the  basis  of  income,  the 
amount  of  assessed  income  tax  and  other  direct  taxes  can  be  computed,  and 
according  to  the  amount  of  expenditure  on  various  consumer  goods,  the  total  of 
indirect  taxes  can  be  arrived  at.  The  sum  total  of  these  taxes  constitutes  the 
formal  incidence  and  if  multiplied  by  the  number  of  taxpayers  in  each  income 
group,  it  should  approximate  the  aggregative  tax  revenue  received  by  the  govern- 
ment. 

Such  analysis  cannot  be  made  without  a  series  of  arbitrary  but  inevitable 
assumptions  usually  on  the  definition  of  taxes  and  their  classification  into  direct 
and  indirect  taxes,  the  size  of  the  rural  and  urban  family,  their  income  classi- 
fication, and  their  consumption  pattern. 

The  data  thus  obtained  would  only  show  where  taxes  came  from  without 
indicating  upon  whom  the  ultimate  burden  rested  as  the  taxes  came  into  contact 
with  the  forces  of  value  and  price,  demand  and  supply  in  the  economic  mechanism. 
This  may  be  illustrated  by  the  formal  and  effective  incidence  in  the  various  types 
of  land  taxes.  The  increase  in  the  tax  rate  may  cause  the  landlord  to  demand 
higher  rent  from  his  tenants,  thus  shifting  the  tax  increase  to  the  tenants,  while 
his    own    income    after    taxes    remains   the   same  as  before  the  tax  was  imposed. 

The  tax  burden  must  therefore  be  studied  in  the  light  of  changes  in  the  price- 
cost  and  income  and  rent  relationship  which  affect  the  real  burden  or  effective 
incidence. 

The  application  of  such  methods  to  the  underdeveloped  countries  has  both 
disadvantages  and  advantages.  The  handicaps  stem  from  the  fact  that  complete  data 
are  not  readily  available  on  specific  areas  of  income  and  population.  Also,  con- 
sumption patterns  of  urban  and  rural  inhabitants  differ  more  widely  in  the  under- 
developed countries  than  in  the  advanced  countries.  On  the  other  hand,  the  relative 
simplicity  and  uniformity  of  patterns  among  the  mass  of  the  agricultural  population 
in  the  underdeveloped  countries  render  economic  and  tax  analysis  less  complicated 
and  less  dependent  on  the  ingenuity  of  approaches  used  in  the  case  of  well-advanced 
and  more  diversified  economies. 

Income  distribution  and  its  classification  is  less  complicated  in  the  under- 
developed areas  than  in  the  advanced  countries.  In  the  absence  of  a  developed 
middle  class,  the  low-income  groups  with  their  comparatively  even  distribution 
of  income  -  or  better  say  poverty  -constitute  the  overwhelming  mass  of  the  popu- 
lation. Since  mass  consumption  is  on  a  subsistence  level,  its  composition  is  rela- 
tively simple,  consisting  of  some  basic  elements  of  food,  textiles  and  fuel.  The 
rate  of  consumption  for  those  food  items  is  relatively  stable  because  of  a  general 
inelasticity  of  effective  demand. 

At  the  present  time,  there  exist  per  capita  consumption  figures  in  many 
underdeveloped    countries    which  can  be   used  for  this   study.    The  major  item  of 

179 


expenditure  is  food;  various  international  and  governmental  agencies  have  prepared 
dietary  data  for  various  countries.  The  data  on  food  and  other  essential  items  such 
as  fuel  and  textiles  have  been  mostly  prepared  by  evaluation  of  domestic  production 
plus  net  import  and  export. 

However,  despite  such  apparent  advantages,  the  task  is  difficult  and  requires 
long  and  painstaking  on-the-spot  surveys.  The  selection  of  representative  agricul- 
tural communities  and  of  appropriate  sampling  methods  presents  added  difficulties. 

B.    Present  Knowledge  of  the  Distribution  of  the  Tax  .Burden 

A  small  farmer  pays  taxes  in  two  general  forms:  on  consumption  and  on 
income.  In  large  areas  of  Africa,  the  capitation  tax  takes  the  place  of  a  land  tax. 
Excise  and  customs  duties  are  levied  on  various  items  of  typical  consumption 
goods.  Taxes  on  land  in  either  form-taxes  on  land  according  to  the  cadastral 
surveys    or    taxes    on    agricultural    produce    -   fall  more  directly  on  his  income. 

There  are  only  a  few  commodities  which  are  subject  to  heavy  taxes  in  all  the 
underdeveloped  countries  and  yield  the  greater  part  of  the  customs  and  consumption 
excise  revenue.  The  commodities  which  bear  the  heaviest  load  of  taxes  are  tobacco, 
sugar,  tea,  alcoholic  beverages,  petroleum,  and  cotton  piece  goods. 

As  an  example  of  a  survey  of  tax  burdens  reference  may  be  made  to  that 
carried  out  in  the  community  of  Gujarat  (India)2/.  It  showed  that  the  tax  burden 
of  urban  residents  decreased  from  4.9  per  cent  for  an  income  of  Rs.  250  to  2.1 
per  cent  for  an  income  of  Rs.  2,000.  For  income  above  this  amount,  up  to  over 
Rs.  3,000,000  the  tax  burden  increased  from  6.1  per  cent  to  53.2  per  cent.  For 
rural  income  groups  classification  could  not  be  made  according  to  the  income  and 
four  classes  were  established  on  the  basis  of  their  occupation;  (a)  landless  laborers, 
(b) artisans,  (c)landowners  and  tenants,  and(d)village  traders.  The  tax  burden  was 
4.6  per  cent  for  laborers  whose  income  was  estimated  at  around  Rs.  150,  3.4  per 
cent  for  artisans  with  average  income  of  Rs.  250,  17.1  per  cent  for  farmers  with 
income  of  Rs.  400,  16.3  per  cent  for  farmers  with  an  estimated  income  of  Rs. 
1,000,  and  2.2  per  cent  for  traders  with  an  income  of  around  Rs.  350. 

This  survey  would  tend  to  show  that  the  small  owner-occupiers  are  four  to 
five  times  overtaxed  compared  to  the  other  groups.  Also,  the  landless  laborers  are 
more  heavily  taxed  than  the  village  traders  and  the  artisans. 

In  the  late  1920' s,  many  official  and  unofficial  surveys  were  made  in  Japan 
on  the  distribution  of  the  tax  burden.  Although  the  findings  were  not  consistent  and 
conclusive,  some  broad  generalization  could  be  made  with  respect  to  the  tax  burden 
in  Japan  at  the  time. 3/  Indirect  taxes  played  a  more  significant  role  in  the  national 
tax   revenue   than  direct  taxes  (65  to  35  per  cent).   The  direct  taxes  in  the  form  of 


2/    Lackdawala,  D.  T.,  Justice  in  Taxation  in  India  (Bombay,  1946). 
3/   Ouchi,    Hioye,    Tax   Burden  in  Japan,  Bulletin  de  l'Institut  International  de  Sta- 
tistique  (Tokyo,   1932). 
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land  taxes -were  heavy  for  small  farmers  but  indirect  taxes  were  heavier  for  the 
salaried  taxpayers.  In  1916  land  tax  contributed  only  18  per  cent  and  in  1926  7  per 
cent  of  total  national  revenue;  income  taxes  yielded  12  per  cent  and  21  per  cent, 
and  liquor  and  tobacco  taxes  together  45  and  46  per  cent. 

The  chief  burden  fell  not  on  the  lowest  strata  as  much  as  upon  the  landowning 
farmers  belonging  to  the  middle  classes.  Tenant  farmers' tax  payments  compared 
to  their  total  expenditure  were  3  per  cent,  small  and  medium- sized  farmers'  and 
landlords'  7  to  14  per  cent  of  the  total  expenditure.  The  burden  of  large  business 
proprietors  in  all  income  classes  was  lighter  than  that  of  the  landowners.  For 
income  below  200  yen,  the  tax  burdens  of  the  farmer  and  salaried  city  dweller 
were  very  similar;  above  that  level  of  income  the  fanners  were  taxed  more 
heavily. 

It  is  difficult  to  determine  statistically  the  tax  burden  of  the  small  cultiva- 
tors as  against  the  urban  workers.  In  countries  where  the  land  tax  is  levied  in  the 
form  of  taxes  on  agricultural  produce  and  collected  at  the  time  of  marketing,  the 
cultivators  producing  and  consuming  on  the  spot  are  left  untaxed  for  that  part  of 
their  agricultural  produce,  and  may  be  able  to  shift  all  or  part  of  the  tax  on  their 
marketed  produce  to  the  city  workers  in  the  form  of  higher  prices. 

In  view  of  the  lack  of  adequate  knowledge  of  the  tax  burden  distribution, 
extensive  surveys  and  field  work  in  sample  areas  are  necessary  for  the  establish- 
ment of  more  reliable  data  on  the  tax  burden  of  the  various  income  groups  in  the 
underdeveloped  countries  and  its  equitable  distribution. 

C.   Farmers'  Tax  Benefits 

An  analysis  of  tax  benefits  is  an  integral  part  of  a  study  of  tax  burdens.  It 
is  difficult  to  measure  the  tax  benefit  with  a  high  degree  of  accuracy,  especially 
in  the  underdeveloped  countries,  but  over-all  indications  support  the  proposition 
that  the  rural  population  benefits  less  from  government  expenditures  than  the 
urban  dwellers. 

In  practically  all  underdeveloped  countries,  education  and  health  services 
are  concentrated  in  the  cities.  Rural  hospitals  and  schools  are  very  limited.  If 
there  exist  any  welfare  services. they  are  mostly  for  the  city  workers  and  are  not 
extended  to  agricultural  workers.  The  same  is  true  for  police  functions;  in  most 
rural  communities  security  services  are  inadequate  and  communities  organize 
their  own  at  their  own  expense.  This  condition  prevails  regardless  of  the  degree 
of  centralization  among  the  central,  provincial,  and  local  governments.  In  the 
majority  of  the  underdeveloped  countries  the  government  social  and  other  services 
and  facilities  tend  to  be  more  beneficial  to  the  higher  income  groups  than  the 
lower  income  brackets.  As  a  result,  the  peasantry  pays  more  taxes  and  benefits 
less,  thus  rendering  its  tax  inequality  more  acute. 
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Appendix  C 

THE  TAXATION  OF  RICE:  AN  ILLUSTRATION  OF  THE  CROP  APPROACH 
TO  THE  STUDY  OF  AGRICULTURAL  TAXATION 


This  appendix  will  suggest  that  a  comparative  study  of  rice  taxation  in  some 
of  the  major  rice-producing  and  rice-consuming  countries  of  the  world  would  be  an 
effective  approach  to  the  evaluation  of  various  forms  of  agricultural  taxation  and 
tax-related  measures  (l)  as  instruments  for  promoting  economic  development  and 
mitigating  economic  instability,  (2)  as  methods  for  achieving  an  equitable  dis- 
tribution of  government  burdens  both  within  the  agricultural  population  and  between 
the  agricultural  and  non-agricultural  population,  (3)  as  tools  for  achieving  the 
distribution  of  income  which  may  be  desired,  and  (4)  as  means  of  actually  collecting 
the  tax  liabilities  that  are  due.  A  comparative  study  of  this  type  may  also,  by 
inference,  shed  considerable  light  on  the  taxable  capacity  of  the  rice -producing 
agriculturists  and  the  effectiveness  of  alternative  fiscal  systems  in  tapping  that 
capacity. 

I.   Reasons  for  Selecting  Rice  for  Tax  Study 

Rice  is  suggested  as  the  subject  of  the  study  for  several  reasons:  (l)  it 
dominates  or  plays  an  important  role  in  the  agricultural  production,  exports  or 
imports,  and  human  consumption  of  the  1.3  billion  people  in  Asia  (out  of  a  world 
population  of  2.5  billion)  and  plays  a  significant  role  in  many  countries  outside 
of  Asia,  e.g.,  Iran,  Egypt,  Italy.  Rice  constitutes  about  three-fourths  of  total 
calorie  consumption  in  Burma,  Thailand,  and  Indo-China  and  roughly  half  in 
Taiwan,  Indonesia,  Japan,  and  the  Philippines.  It  constituted  about  75%  of  the 
exports  of  Burma  in  1952,  48%  in  Thailand,  28%  in  Indo-China,  and  20%  in  Taiwan. 
As  a  percentage  of  total  rice  requirements,  Ceylon  imported  about  60%  in  1952, 
Malaya  imported  about  57%,  Japan  about  10%,  and  Indonesia  about  10%.  1/ 

(2)  Various  alternative  methods  of  taxing  agricultural  production  are  applied 
to  the  rice  crop  in  different  countries.  For  example,  among  the  rice  exporting 
countries,  Burma  and  Thailand  have  rice  marketing  boards;  Taiwan  has  a  combin- 
ation of  land  income  tax  collected  in  kind  and  a  requisition  at  a  fixed  price,  usually 
below   market;    and  South  Korea  (an  importer  now,  but  an  exporter  pre-war)  has  a 

1/  "Rice  in  Asia,"  a  sectionof  the  Foreign  Operations  Administration  Monthly  Re- 
port on  the  European  and  Far  East  Programs  to  the  Public  Advisory  Board 
(Washington,  D.C.,  August  1953).  (Data  as  of  May  3 1,  1953.)  The  Philippines  be- 
came a  rice  exporter  in  1953,  with  production  exceeding  domestic  consumption 
by  over  44.000  metric  tons  (International  Financial  News  Survey,  Vol.  VI,  p.  21l). 
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graduated  land  income  tax  on  assessed  yields  collected  in  kind  (on  the  basis  of  the 
rated  average  for  the  given  plot  of  land,  any  excess  being  tax-free).  In  Asia,  both 
rice-deficit  and  rice- surplus  countries  are  represented,  with  their  varying  prob- 
lems. 

(3)  No  other  single  crop  analysis  would  be  significant  for  so  many  countries 
and  so  large  a  number  of  people  in  Southeast  Asia.  It  would  also  have  a  number  of 
applications  to  countries  in  the  iMiddle  East. 

(4)  Unlike  many  other  crops  to  which  the  commodity  approach  might  be 
applied,  rice  is  a  crop  in  which  foreign  ownership  and  capital  play  a  very  small 
role.  Domestic  action  need  be  colored  neither  by  fear  of  driving  out  foreign 
capital  nor  by  emotional  biases  against  "foreign  exploitation." 

Starting  from  more  modest  objectives  and  proceeding  to  more  ambitious 
ones,  one  may  speculate  as  to  the  possible  contributions  of  the  projected  study  in 
the  spheres  of  (a)  administrative  techniques  and  efficiency;  (b)  equity  among  tax- 
payers and  impact  on  distribution  of  income;  and(c)  economic  effects  of  alternative 
systems  of  levy. 

II.   Administration  and  Compliance 

As  to  administration  and  compliance,  the  study  would  seek  to  determine 
which  methods  of  levying  on  rice  production  are  most  effective  in  terms  of  (a) 
proportions  of  liabilities  actually  collected;  and  (b)  administrative  and  compliance 
costs  incurred  and  difficulties  encountered  in  the  process.  One  would  want  to  com- 
pare not  only  the  different  methods  of  levying  on  rice- -marketing  boards  versus 
land  income  taxes  versus  land  taxes  versus  variations  and  combinations  —  but  also 
collections  in  money  versus  collections  in  kind.  Korea,  for  example,  seems  to  have 
achieved  considerable  success  in  its  system  of  land  income  taxation,  buttressed  by 
a  good  cadastral  system  and  collection  in  kind.  How  does  its  system  compare,  say 
with    the    marketing   board   approach  or  the   tax-and-delivery   system  in  Taiwan? 

At  best,  the  answers  in  this  area  of  inquiry  will  be  indicative  rather  than 
precise.  But  there  are  many  ways  in  which  appraisal  of  administrative  techniques 
can  be  taken  out  of  the  realm  of  pure  guesswork.  Qualitatively,  the  observations  of 
government  officials  and  of  the  producers,  processors,  and  marketers  of  rice  can 
indicate  whether  inadequacy  of  assessments,  evasion  of  payments,  smuggling  under 
marketing  board  arrangements  and  so  forth  should  be  rated  as  widely  prevalent  and 
serious,  moderate,  or  only  minor  problems. 

Quantitatively,  efforts  might  be  directed  to  testing  actual  tax  revenues  and 
rice  deliveries  against  estimates  of  total  tax  and  delivery  liabilities  derived  some- 
how from  external  indices.  For  example,  in  Burma  and  Thailand,  one  might  be  able 
to  fashion  at  least  crude  estimates  of  what  should  have  been  collected  by  putting 
together  production,  cost  and  price  data;  reasonable  assumptions  concerning 
distribution  of  productive  units  by  size  and  tenure  arrangements;  and  such  addition- 
al information  as  may  be  available  on  other  factors  affecting  tax  liability.  Another 
approach  might  attempt  computation  and  comparison  of  selected  tax  and  other 
ratios.  One  might  compare,  for  example,  the  ratios  of  taxes  on  rice  to  total 
agricultural  taxes   and  to  taxes  from  all  sources,  with  the  ratios  of  rice  output  to 
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total  agricultural  output  and  national  product  (preferably  with  appropriate  adjust- 
ments for  the  number  of  persons  or  families  involved  in  such  production  and  some 
considerationof  the  presumed  distribution  of  income  in  the  rice -producing  sector). 

To  suggest  these  possibilities  is  not  to  minimize  the  obstacles  that  block  the 
path  to  reliable  conclusions.  On  one  hand,  lack  of  data  may  prove  to  be  an  insuper- 
able barrier  (although  succeeding  paragraphs  suggest  that  the  outlook  for  obtaining 
certain  types  of  key  data  in  some  countries  is  by  no  means  hopeless).  On  the  other, 
even  if  relatively  good  measurements  or  estimates  of  tax  compliance  prove  to  be 
possible,  one  may  not  be  able  to  distinguish  the  effect  of  differences  in  the  form 
of  taxation  on  final  results  from  the  effect  of  differences  in  the  quality  of  adminis- 
trative personnel  and  techniques  and  in  traditions  of  compliance. 

Apart  from  the  broader  comparisons  of  administrability  of  alternative 
revenue  measures,  a  study  of  rice  taxation  might  yield  insights  into  the  effective- 
ness, actual  or  potential,  of  particular  kinds  of  administrative  devices.  For 
example,  the  possible  use  of  the  data  and  machinery  of  rice  marketing  boards  in 
assessing  and  collecting  income  taxes  might  be  explored.  Another  by-product 
might  be  some  judgments  on  the  effectiveness  of  collections  in  kind  in  the  pre- 
dominantly non-monetary  sectors  of  the  economy,  and  perhaps  some  guidelines  for 
determining  the  economic  and  institutional  conditions  under  which  collections  in 
kind  are  appropriate. 

III.   Equity  and  Distributional  Effect 

With  respect  to  equity,  the  attempt  would  be  to  determine  which  system  most 
nearly  meets  the  criterion  of  equity  or  impartiality,  i.  e.,  taxing  those  who  are  in 
similar  economic  circumstances  similarly  and  differentiating  among  those  who  are 
in  different  c ire um stances  according  to  some  rational  principle  of  differentiation, 
both  within  the  agricultural  community  and  as  between  the  agricultural  and  non- 
agricultural  communities.  This  would  be  both  as  a  matter  of  the  structure  and 
characteristics  of  the  tax  or  tax-like  measure  itself  and  of  its  efficacy  in  applica- 
tion. Together  with  this,  one  would  want  to  consider  the  impact  of  alternative  fiscal 
measures  on  distribution  of  income  both  by  size  groups  and  by  occupations.  This 
would,  of  course,  require  study  of,  or  at  least  speculation  on,  the  incidence  of  these 
levies. 2/  Though  data  would  be  difficult  to  obtain,  it  would  be  important  to  attempt 
some   appraisal  of  the  impact  of  the  taxes,  price  differentials  and  other  levies  on 

2/  For  Burma,  the  nature  of  such  speculations  is  suggested  in  Section  I,  D,  of  the 
text  of  this  paper.  A  quite  different  interpretation  of  the  incidence  of  marketing 
board  price  differentials  (in  New  Zealand  and  Argentina)  is  presented  by 
Nurkse  in  the  following  terms  fop,  cit.,  p.  99): 

"This  amounts  to  a  tax  falling  on  the  producers  of  export  commodities. 
It  can  indeed  openly  take  the  form  of  a  variable  export  tax  designed  to 
leave  the  price  actually  realized  by  the  domestic  producer  more  or  less 
constant.  It  is  a  very  effective  method  but,  in  my  opinion,  rather  un- 
fair. Why  penalize  particularly  the  producers  of  export  commodities? 
The  supply  of  these  commodities  may  remain  unchanged  in  the  short 
run,  but  before  very  long  the  producers  are  likely  to  turn  away  to 
other  lines  of  production.  Serious  damage  may  thus  be  inflicted  upon  a 
country's  most  efficient  source  of  foreign  exchange." 
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producing  groups  as  a  whole  and  on  the  different  units  in  the  productive  process: 
cultivator,  landlord  (where  ownership  and  operation  are  separated),  and  middle- 
men (marketers  and  processors). 

Some  aid  in  providing  data  for  approximating  burden  distributions  among 
these  groups  might  be  forthcoming  from  the  studies  of  the  International  Rice 
Commission  and  the  work  growing  out  of  the  Special  Rice  Meeting  at  Bangkok 
in  January  1953.  With  respect  to  the  latter,  the  Food  and  Agriculture  Organization 
reporting  on  its  Regional  Meeting  in  Bangalore  in  the  summer  of  1953,  says  the 
following:  3/ 

"The  meeting  further  felt  that  much  more  data  were  needed  about  the 
composition  of  production  costs,  prices  actually  received  by  the  farmer, 
and  the  prices  of  producer  and  consumer  goods  in  order  that  price  policies 
can  be  adequately  reviewed.  It  indorsed,  therefore,  the  recommendation  of 
the  Special  Rice  Meeting  at  Bangkok  on  the  collection  of  such  data  for  rice, 
and  requested  that  such  studies  should  be  extended  to  include  other  crops  of 
major  importance    in    the    economy    of    Member    Countries  of  the  region." 

A  comparison  of  different  methods  in  different  countries  would  presumably 
shed  light  on  the  taxable  capacity  of  the  agricultural  (rice-producing)  population, 
taking  account  of  differences  in  economic  setting,  agrarian  structure  and  so 
forth.  For  example,  if  it  were  found  (l)  that  the  rice  growers  in  Korea  and  several 
other  countries  occupy  approximately  the  same  position  in  the  economy,  but  (2) 
that  their  contribution  to  total  revenues  and  the  ratio  of  their  tax  payments  to  total 
production  (either  in  value  terms  or  real  terms)  is  much  greater  in  Korea  than  in 
the  other  countries,  it  would  seem  to  indicate  (3)  that  there  is  some  untapped  tax 
potential  in  the  other  countries. 

IV.  Economic  Effects 


Finally,  and  in  many  ways  most  important,  are  the  economic  effects  of  the 
alternative  methods  of  taxation.  Here,  of  course,  one  would  have  to  be  careful  to 
differentiate  and  classify  the  countries  in  question  according  to  the  role  that  rice 
plays  in  their  total  agricultural  production,  consumption,  imports,  and  exports. 
The  heterogeneity  in  the  role  of  rice  in  the  different  economies  (not  only  in  the 
sense  of  more  important  and  less  important,  but  also  in  the  sense  of  structurally 
different)  can  be  thought  of  as  an  asset  to  the  rice  taxation  study  in  that  it  would 
help  bring  to  light  and  demonstrate  the  different  fiscal  concepts  and  tax  techniques 
appropriate  to  different  economic  (and  cultural)  complexes.  Alternatively,  of 
course,  insofar  as  one's  interest  may  be  in  the  fiscal  problems  not  of  a  rice 
economy,  but,  for  example,  of  the  one-crop  export  economy  in  general,  this  hetero- 
geneity may  be  considered  a  liability.  Concentration  on  rice  as  the  crop  through 
which  to  study  agricultural  taxation  might  provide  only  two  examples,  Burma  and 
Thailand,  to  fit  into  a  pattern  of  the  monocultural  export  economy.  To  round  out  a 
comparative  study  of  the  tax  problems  of  such  economies  would  call  for  additional 
crop  studies  of  taxation  in,  for  example,  sugar,  coffee,  and  rubber  countries. 

3/    Food    and    Agriculture    Organization,    Agriculture    in    Asia    and  the  Far  East 
~     (October  1953),  p.  39. 
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In  considering  the  economic  aspects  of  rice  taxation,  one  would  want  to  start 
with  a  clear  identification  and  analysis  of  the  interests  that  are  to  be  served  on  this 
front.  One  can  distinguish  between  the  interests  of  the  rice-producing  population, 
the  domestic  rice-consuming  population,  the  beneficiaries  of  government  services 
and  development  programs  financed  by  rice  crop  taxation,  and  the  beneficiaries  of 
an  increased  supply  of  foreign  exchange  in  the  case  of  the  rice  export  economy. 
Within  rather  broad  limits,  the  objective  is  to  maximize  the  incomes  of  producers, 
the  supply  of  rice  available  to  domestic  consumers,  the  amount  of  revenue  made 
available  to  government,  and  the  supply  of  foreign  exchange  made  available  to  the 
country.  The  most  unequivocal  way  of  serving  these  interests  is  by  increasing  rice 
production,  provided,  first,  that  this  increase  in  output  is  not  at  the  expense  of 
other  more  valuable  crops  or  non-agricultural  output  in  which  net  or  comparative 
advantage  is  greater  and,  second,  that  the  price  of  rice  will  not  fall  more  than 
proportionately  to  the  increase  in  production. 

A.    Effects  on  Volume  of  Output 

One  of  the  first  economic  objectives  of  the  study,  then,  is  to  determine 
whether  the  system  of  levies  on  the  rice  crop  tends  to  encourage  or  discourage 
rice  production  (especially  by  encouraging  or  discouraging  effective  use  of  available 
land  and  agricultural  labor).  This  is  in  considerable  part  a  matter  of  the  incentive 
effects  of  rice  taxation.  For  example,  it  is  alleged  that  the  marketing  board  system 
in  Burma  and  Thailand  is  holding  down  production  by  taking  away  the  price  incentive 
to  rice  growers  to  increase  their  output. 

A   United   States   Department  of  Agriculture  study  puts  the  point  this  way:4/ 

"This  tendency  in  the  southeast  surplus  region  toward  government  control 
of  rice  exports  and  low  returns  to  producers  has  greatly  slowed  down  rice 
expansion  in  the  region.  The  frequently  stated  opinion  in  Asia  that  'Asiatic 
farmers  do  not  expand  production  according  to  relative  prices'  is  given  by 
many  in  these  countries  as  the  justification  of  a  policy  that  requires  the 
farmer  to  pay  most  of  the  costs  of  government  and  for  which  he  receives 
little  or  nothing  in  return.  In  some  of  the  deficit-rice  countries  of  Asia,  how- 
ever, where  the  producer  has  been  paid  higher  prices  with  the  increased 
demand  for  rice,  the  indications  are  that  the  Asiatic  farmer  is  just  like  the 
farmer  in  any  other  part  of  the  world;  when  prices  go  up,  he  expands  pro- 
duction; when  prices  go  down,  he  cuts  it.  As  long  as  the  present  policy  of 
indirect  taxation  of  the  rice  farmer  in  Southeast  Asia  is  maintained,  expansion 
of  rice  production  will  be  retarded." 

Appraising  the  incentive  aspects  of  alternative  types  of  taxation  will  be  made 
difficult  by  the  general  elusiveness  of  any  evidence  concerning  producer  responses 
to  taxation.  Comparing  incentive  effects  in  different  countries  as  a  function  of  the 
different  methods  of  taxation  will  be  complicated  by  variations  in  the  levels  of  tax- 
ation, in  the  general  cultural  as  well  as  agricultural  setting,  and  the  like. 5/ 

4/  Efferson,  J.  Norman,  The  Market  Outlook  and  Prospective  Competition  for 
United  States  Rice  in  Asia,  the  Near  East,  and  Europe,  Foreign  Agricultural 
Report  No.  35,  U.S.  Department  of  Agriculture  (Washington,  D.C.,   1949). 

5/    See  the  discussion  of  incentive  considerations  in  Part  Three,  No.  3,  this  volume. 
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Nonetheless,  some  general  observations  may  prove  to  be  quite  possible  and  useful 
in  this  area. 6/ 

Further,  the  impact  of  government  fiscal  policy  on  production  will  be  a  func- 
tion not  merely  of  the  incentive  responses  but  of  the  total  amount  of  resources  put 
at  the  disposal  of  government  by  rice  taxation  and  the  utilization  of  those  resources 
as  between  defence,  social  services,  industrial  development,  agricultural  develop- 
ment, and  the  like.  Strictly  speaking,  this  is  not  a  function  of  the  type  of  taxation 
although  there  may  be  some  interrelationship. 

B.   Other  Economic  Effects 


A  second  part  of  the  economic  appraisal  would  seek  to  determine  whether  one 
system  of  taxation  is  better  than  another  (among  exporting  countries  in  particular) 
for  cushioning  the  impact  of  changing  world  market  conditions  on  (l)  the  producers 
and  (2)  the  economy  as  a  whole.  The  use  of  the  rice  taxation  instrument  for  pur- 
poses of  stabilizing  internal  demand  and  keeping  resources  employed  would  also  be 
given  consideration  here.  Although  studies  of  these  factors  are  best  conceived  of  on 
a  more  comprehensive  basis  (i.  e.,  on  the  basis  of  the  entire  tax  system),  the  role 
of  rice  looms  so  large  in  most  of  these  economies  that  appraising  the  effect  of  its 
taxation  on  the  internal  and  external  economic  position  of  the  countries  involved 
will  give  a  substantial  part  of  the  answer  concerning  the  possibilities  of  using  the 
tax  instrument  for  economic  stabilization. 7/ 

6/  Active  interest  in  the  incentive  problem  is  reflected  in  the  following  quotation 
from  the  report  of  the  Food  and  Agriculture  Organization,  Agriculture  in  Asia 
and  the  Far  East,  op.  cit.,  p.  142:  "At  the  special  Rice  Meeting  at  Bangkok  in 
January  1953,  discussion  centered  on  the  economic  aspects  of  marketing  and 
storage,  and  on  the  influence  of  marketing  policies  and  methods  on  the  farmers' 
incentives  to  produce  and  sell  more  rice." 
7/  In  commenting  on  this  paragraph,  Douglas  S.  Paauw  suggested  (in  a  letter  to  the 
author,  September  28,  1953): 

"It  might  be  well  to  distinguish  carefully  between  rice  produced  for  ex- 
port and  that  produced  for  domestic  consumption.  In  the  latter  case,  rice 
taxation  would  tend  to  be  a  stable  revenue  producer.  (Experience  reveals 
great  difficulty  in  changing  rates  in  this  sector.)  If  taxation  of  the  former 
were  handled  by  an  export  tax  with  or  without  changing  rates,  compensatory 
results  would  follow  as  marginal  changes  in  revenue  accompanied  marginal 
changes  in  export  income.  Thus,  in  the  structure  of  rice  taxation  itself  one 
might  be  able  to  reconcile  the  dual  objectives  of  stability  of  revenue  and 
compensatory  fiscal  policy.  Finally,  one  might  want  to  introduce  the  concept 
of  subsidization  as  opposed  to  taxation;  here  too,  the  distinction  seems  to  have 
special  pertinence  for  stabilization  purposes. 

"The  analytical  distinction  between  the  monetary  (primarily  export)sector 
and  the  non-monetary  sector  might  also  be  useful....  Some  attempt  might  be 
made  to  measure  the  relative  size  of  these  sectors  as  among  the  economies 
studied.  This  sort  of  analytical  breakdown  might  be  of  help  in  selecting  the 
appropriate  kind  or  kinds  of  rice  taxation  to  be  applied  in  a  given  economy. 
For  example,  in  an  economy  in  which  there  are  both  substantial  monetary  and 
non-monetary    sectors,    it    might    be   advisable  to  tax  the  monetary  sector 
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V.   Alternative  Emphasis  of  Study 

A  successful  comparative  study  of  several  countries'  contrasting  tax  meas- 
ures would  yield  results  that  no  separate  study  of  a  particular  country  or  a  partic- 
ular taxing  device  is  likely  to  yield.  Yet,  lack  of  resources  for  research,  or 
inaccessibility  of  data,  or  doubts  concerning  the  crop  approach  (to  name  only  a  few 
possible  reasons)  may  lead  to  rejectionof  the  proposed  type  of  rice  taxation  study. 
Some  of  the  purposes  to  be  served  by  the  rice  study  as  suggested  in  this  appendix 
might  be  served  by  a  separate  study  of  the  agricultural  marketing  board  system 
in  Burma  and  Thailand.  The  boards  are  comparatively  recent,  they  have  been  a 
fruitful  source  of  revenue,  and  the  governments  (in  Burma,  at  least)  have  expressed 
satisfaction  with  the  results  to  date. 

Another  approach  would  be  to  study  the  entire  tax  structure  of,  say,  Burma 
as  it  applies  to  agriculture,  giving  special  attention  to  rice  as  a  commodity  and  to 
the  marketing  board  as  a  fiscal  and  price- stabilizing  device. 

One  might  go  half-way,  restricting  the  study  to  perhaps  Burma  and  Korea 
with  their  two  apparently  successful  rice  taxing  systems.  While  remaining  alert 
to  deficiencies  of  the  two  systems  and  to  economic  and  equity  effects,  one  might 
explore  the  transferability  of  the  experience  in  collection-in-kind  to  other  rice 
economies     and     the    desirability    of    using    marketing    boards    in  other  settings. 


Footnote  7  continued: 

through  export  duties  with  flexible  rates  and  the  non-monetary  sector  by  more 
orthodox  land  taxation.  This  might  have  the  advantage  of  automatically  intro- 
ducing an  ability-to-pay  criterion  into  the  agricultural  tax  structure." 
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2.  DEVELOPMENT  PROBLEMS  RELEVANT 
TO  AGRICULTURAL  TAX  POLICY* 

by  Gustav  F.  Papanek 

International  Program  in  Taxation,  Harvard  Law  School 

The  objectives  of  this  paper  are  to  outline  the  major  issues  in  development 
policy  which  are  relevant  to  agricultural  tax  policy,  to  summarize  some  of  the 
expressed  views  on  these  issues,  and  to  raise  a  few  questions  about  these  views. 
The  dogmatic  fashion  in  which  some  points  are  stated  results  as  much  from  the 
necessity  for  brevity,  as  from  the  desire  to  stimulate  discussion.  It  is  hoped  that 
this  paper  can  serve  both  as  a  check  list  for  the  specialist  in  agricultural  or 
development  economics  and  as  an  introduction  to  a  few  problems  regarding  the 
development  of  agriculture  in  underdeveloped  countries. 

The  role  of  taxation  in  the  development  process,  in  general,  and  its  impact  on 
agriculture,  in  particular,  depend  in  the  first  instance  on  the  level  of  taxation  and 
the  extent  of  its  use  as  a  tool  to  transfer  resources  from  one  sector  of  the  economy 
to  another.  A  relevant  definition  of  agriculture  is  a  precondition  to  an  examination 
of  the  issues  involved  in  determining  the  direction  of  possible  resource  transfers 
from  or  to  agriculture.  The  magnitude  of  such  transfers  is  affected  by  their  cost 
and  by  the  cost  of  non-development  programs  of  government,  but  these  problems 
are  outside  the  scope  of  this  paper. 

The  extent  and  nature  of  government  participation  in  agriculture  obviously 
influence  the  structure  and  magnitude  of  taxation  for  agriculture.  Hence,  the  pre- 
sent paper  also  analyzes  the  objectives  and  methods  of  agricultural  development 
from  the  standpoint  of  illustrating  what  types  of  government  programs  would  be 
most  essential.  Finally,  non-tax  sources  of  financing  are  examined  in  order  to 
indicate  the  possible  scope  of  their  use  as  alternatives  to  taxation. 

I.  A  Relevant  Definition  of  Agriculture 

Many  basic  issues  of  development  and  tax  policy  revolve  around  the  transfer  of 
resources  from  consumption  to  investment,  from  the  private  sector  to  the  govern- 
ment, or  from  one  sector  of  the  private  economy  to  another.  Their  consideration 
presupposes  some  delimitation  of  relevant  sectors.  For  this  purpose,  the  distinction 
between  the  rural  and  the  urban  sectors  is  likely  to  be  more  significant  than  the  one 
between  the  agricultural  and  non-agricultural  sectors.  The  reasons  for  this  conclu- 
sion are: 

*This  paper  was  completed  before  the  author  joined  the  Ford  Foundation  -  Harvard 
University-Pakistan  Project.  The  views  expressed  represent  his  personal  opinions. 
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(1)  The  urban  and  monetized  sectors  are  generally  synonymous,  while 
both  the  agricultural  and  non-agricultural  rural  parts  of  the  economy  are  partly 
or  largely  outside  the  monetary  sphere.  The  motivations,  the  government  policies, 
and  the  responses  to  the  price  mechanism  are,  therefore,  more  nearly  similar 
for  both  the  agricultural  and  non-agricultural  rural  sectors  than  they  are  for  the 
latter  and  the  monetized  urban  sector. 

(2)  The  factors  of  production  often  span  the  rural  agricultural  and  non- 
agricultural  segments,  but  do  not  move  freely  from  the  rural  to  the  urban  sector. 
Labor,  for  instance,  may  be  farming  during  some  seasons  of  the  year,  and  engaged 
in  handicrafts  or  employed  by  rural  and  cottage  industry  during  the  off-season. 
On  the  other  hand,  a  movement  of  rural  workers  into  the  urban  sector  requires 
major  decisions  on  the  relocation  of  the  worker's  family  and  the  re-orientation 
of  their  life.  The  rural  money  lender's  capital  is  extended  to  both  the  farmer  and 
the  small  village  shop,  but  does  not  readily  move  into  urban  industry.  Policies 
designed  to  mobilize  and  transfer  rural  capital  and  labor,  therefore,  almost  in- 
evitably affect  the  whole  rural  sector,  while  the  urban  sector  can  be  insulated 
from  them. 

(3)  In  underdeveloped  countries  with  considerable  underemployed  labor, 
the  unemployment  problem  is  centered  in  the  rural  areas,  since  it  involves  the 
labor  of  a  family  and  its  dependents,  which  is  supplied  even  though  its  marginal 
productivity  is  zero. 

(4)  In  Colonial  countries,  or  those  with  considerable  foreign  enterprise, 
the  rural  and  urban  sectors  of  the  economy,  are  to  some  extent  coterminus, 
respectively,  with  the  native  and  foreign  sectors,  with  all  the  differences  in 
motivation  and  public  policy  that  this  implies. 

Although  the  distinction  between  the  rural  and  urban  sector  is  significant 
for  most  development  and  tax  policy  decisions,  this  does  not  imply  that  their 
impact  on  the  agricultural  and  non-agricultural  rural  sectors  will  always  be 
identical.  However,  even  in  cases,  such  as  land  taxation  and  agricultural  sub- 
sidies, where  policies  are  specifically  designed  to  influence  agriculture  as  such, 
the  incentives,  savings,  and  investment  decisions  of  entrepreneurial  units  that 
very  often  extend  beyond  agriculture  are  eventually  affected.  The  rural  family 
whose  total  income  is  effectively  decreased  by  land  taxes  or  increased  by  fertilizer 
subsidies,  will  take  this  fact  into  account  in  determining  the  scope  and  nature  of 
its  off-season  participation  in  rural  industry.  In  this  paper,  therefore,  unless 
otherwise  specified,  the  terms  "agricultural  sector"  and  "rural  sector"  will  be 
used  interchangeably. 

II.    The   Role   of  the  Rural  Sector  and  of  Agriculture  in  Development 

Considerable  time  and  energy  have  been  devoted  to  the  discussion  of  the 
relative  priorities  in  the  development  effort  to  be  accorded  agriculture  and  in- 
dustry,  or  alternatively   the   rural  and  urban  sector.  1/    The  need  for  decisions  on 

1/    See,  for  instance:  Galbraith,  J.  K.,  "Conditions  for  Economic  Change  in  Under- 
developed Countries,"  Journal  of  Farm  Economics,  Proceedings  Issue,  Vol.  33, 
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relative  priorities  is  not  obviated  by  the  concept  of  "balanced  development," 
which  stresses  the  importance  of  a  balanced  advance  throughout  the  economy  to 
insure  that  increased  production  in  any  one  sector  is  met  by  increased  demand 
from  the  rest  of  the  economy. 2/  As  long  as  development  takes  place  on  a  broad 
front  and  is  not  confined  to  relatively  few  industries,  government  policy  can  place 
greater  or  lesser  emphasis  on  rural  or  urban  development  without  resulting  in  a 
widespread  lack  of  demand  for  the  additional  output.  The  price  mechanism  and 
direct  or  indirect  controls  on  alternative  production  and  imports  and  on  prices 
and  purchases  will  be  reasonably  effective  in  channeling  demand  to  absorb  the 
increased  output,  even  though  the  combination  of  additional  products  is  not  the  one 
that  would  have  been  chosen  by  consumers  in  the  absence  of  government  inter- 
vention. There  should  be  considerable  flexibility  in  adjusting  the  composition  of 
the  increased  supply  to  that  of  the  increased  demand  by  recourse  to  the  world 
market.  Even  if  the  importance  of  the  concept  of  balanced  development  is  ac- 
knowledged, the  problem  of  relative  priorities  therefore  remains  in  determining 
government  policies  in  general,  and  taxation  policies  in  particular. 

In  part,  the  argument  on  priorities  is  confused  by  ignoring  the  time 
dimension.  The  argument  made  in  favor  of  industrialization  is  not  incompatible 
with  an  initial  emphasis  on  agricultural  development.  On  the  contrary,  it  can 
and  has  been  argued  that  some  prior  agriculture  development  is  essential  to 
increase  the  scope  of  the  rural  monetized  sector  and  provide  the  capital,  and 
especially  the  foreign  exchange,  for  later  industrial  development. 

Recognizing  that  different  time  periods  in  the  development  of  an  economy 
may  require  different  priorities,  the  question  of  priorities  for  the  short  run 
remains.  Its  answer  is  a  precondition  for  determining  the  crucial  policies  for 
allocation  of  extremely  scarce  investment  resources. 

A.  The  Industry  Argument 

Heavy  emphasis  on  industrialization  is  sometimes  based  on  political  or 
psychological  grounds.  The  desire  for  military  strength  or  autarchy  and  for 
developmental  monuments  to  the  greater  glory  of  individual,  party,  or  country,  as 
well  as  the  desire  to  imitate  the  obvious  manifestations  of  development,  may  all 
contribute  to  a  heavier  emphasis  on  industry  than  warranted  by  economic  factors. 
Proponents  advance,  in  addition,  the  following  economic  arguments: 


Footnote  1/  Continued 

No.  4.  Part  2  (November  1951),  pp.  689-696;  Hoselitz,  Bert  F.,  "The  Role  of  Cities 
in  the  Economic  Growth  of  Underdeveloped  Counties,"  Journal  of  Political 
Economy,  Vol.  61,  No.  3  (June  1953);  Adler,  John  H.,  "The  Fiscal  and  Monetary 
Implementation  of  Development  Programs,"  American  Economic  Review,  Pro- 
ceedings Issue,  Vol.  42,  No.  2  (May  1952),  p.  588  ff. 

2/  Nurkse,  Ragnar,  "Some  International  Aspects  of  the  Problem  of  Economic 
Development,"  American  Economic  Review,  Proceedings  Issue,  Vol.  42,  No.  2 
(May  1952),  pp.  571-583;  United  Nations,  Report  by  a  Group  of  Experts, 
Measures  for  the  Economic  Development  of  Under-Developed  Countries  (May 
1951),  pp.  49-60. 
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(1)  Most  underdeveloped  countries  suffer  from  surplus  labor,  principally 
in  rural  sectors,  with  a  resultant  low  or  zero  marginal  productivity  for  labor 
in  agriculture.  Development  of  that  sector  is  likely  to  be  labor-saving  or,  in  any 
case,  will  not  be  labor-using.  Employment  of  underutilized  human  resources  and 
of  the  annual  population  increase  is  only  possible  by  developing  industry.  The 
necessary  magnitude  of  that  development  would  require  a  heavy  concentration  of 
feasible  investment  in  the  industrial  sector. 

(2)  Considerable  industrialization  is  a  prerequisite  for  any  substantial 
agricultural  development  in  many  underdeveloped  countries.  Only  a  massive  with- 
drawal of  labor  from  the  rural  sector  can  break  the  restricting  mold  of  its  insti- 
tutional and  technological  framework,  to  permit  such  vital  changes  as  tenure 
improvement,  some  mechanization,  and  the  acceptance  of  the  risks  involved  in 
innovation.  Under  existing  conditions  of  population  pressure,  the  present  institu- 
tional and  technological  organization  may  be  the  most  appropriate,  either  economi- 
cally or  politically. 

(3)  The  industrial-urban  sector  is  inherently  more  dynamic  with  regard  to 
entrepreneurship,  the  willingness  to  take  risks,  to  innovate,  to  change,  and  to 
accept  change  in  insititutions.  Development  in  that  sector,  therefore,  encounters 
less  resistance,  and  once  initiated  will  spread  more  readily,  more  quickly,  and 
with  greater  cumulative  effect.  It  would  lead  more  rapidly  to  a  self-sustaining 
and  self-generating  process  of  economic  development. 

(4)  Since  the  industrial  and  monetary  sectors  are  largely  coterminus, 
incentives  to  reinvestment  from  increased  production,  and  the  government's 
ability  to  influence  reinvestment,  are  much  greater  than  in  the  agricultural  sector. 
In  the  latter  the  basic  motivation  is  subsistence,  not  increased  profit,  which  makes 
it  less  likely  that  production  increases  will  be  reinvested. 

(5)  Industrial  development  results  in  greater  external  economies  than  does 
agricultural  development.  While  investment  in  transport,  power,  steel,  and 
chemical  industries  brings  in  its  wake  a  host  of  other  enterprises,  made  more 
profitable  and  feasible  by  the  existence  of  these  basic  industries,  the  development 
of  food  and  fiber  production  at  best  stimulates  some  rudimentary  processing  plants. 
Similarly,  the  small  consumer  goods  plants  of  the  rural  sector  lead  to  few 
external  economies. 

(6)  Since  underdeveloped  countries  are  basically  agricultural  and  extrac- 
tive, their  economies,  if  dependent  to  a  substantial  degree  on  exports,  are  particu- 
larly vulnerable  to  the  wide  swings  of  international  food  and  raw  materials  prices. 
Industrialization  for  them  is  synonymous  with  diversification  and  therefore  a 
stabilization  of  the  economy. 

(7)  Support  is  provided  for  an  industrial  policy  by  the  historical  fact  that 
development     and     industrialization     have     always    been    concurrent    phenomena. 

B.    The  Agricultural  Argument 

Again,  such  non-economic  factors  as  the  desire  to  be  self-sufficient  in 
food    for    military    or    nationalistic     reasons,    and    a    conviction  that  rural  life  is 
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inherently  preferable  for  sociological,  political,  and  psychological  reasons,  enter 
into  the  argument.  While  they  are  not  discussed  here,  it  should  not  be  presumed 
that  they  are  politically  negligible.  The  opposition  to  industrial  aggregation  and 
the  preference  for  a  rural  society,  which  is  combined  with  numerically  strong 
vested  interests  in  rural  industry,  are  a  powerful  political  factor  in  such  countries 
as  India,  and  may  fundamentally  affect  government  policy  towards  rural  develop- 
ment. 

The  economic  arguments  for  heavy  emphasis  on  development  of  agriculture 
include  the  following: 

(1)  In  some  countries  the  modernization  and  mechanization  of  agriculture 
are  necessary  to  free  labor  for  industrial  development. 

(2)  The  basic  argument  for  agricultural  priorities  is  the  contention  that 
agricultural  and  rural  production  can  be  raised  rapidly  and  with  little  capital. 3/ 
On  the  other  hand,  the  massive  industrial  development  required  to  affect  under- 
employment and  to  sustain  a  process  of  economic  development,  takes  time  and 
requires  a  massive  infusion  of  capital  from  the  developed  area.  Capital  exports 
of   the    required    magnitude    are   extremely  unlikely   in  the  foreseeable  future .4/ 

(3)  Large-scale  industrialization  is  precluded  not  only  by  the  lack  of 
capital,  but  also  by  lack  of  sufficiently  widespread  managerial  and  entrepreneurial 
ability,  and  institutional  arrangements,  and  inadequate  social  overhead  facilities 
such  as  transport,  communications,  and  power  networks.  Considerable  time  would 
have  to  elapse  before  these  basic  facilities  for  large-scale  expansion  of  industry 
become  available. 

On  the  other  hand,  rapid  and  large  returns  in  the  agricultural  sector 
are  possible  with  relatively  minor  changes  in  techniques,  which  the  bulk  of 
agriculture    is    able    and  willing   to   make,   given   suitable  government  policies. 5/ 


3/  Evidence  cited  includes  the  possibility  of  doubling  crop  production,  or  raising 
crops  in  previously  uncultivated  areas  by  irrigation  with  such  low  capital 
techniques  as  diversion  dams,  simple  pumps  and  wells,  and  water  spreading; 
the  application  of  fertilizer  which  in  the  first  year  can  provide  a  200-400  per 
cent  return;  the  use  of  improved  seeds  which  can  double  or  triple  yields  at  an 
insignificant  increase  in  costs;  the  local  construction  of  improved  fishing 
vessels,  pottery  and  tools  to  save  imports;  the  use  of  underemployed  rural 
labor  for  the  construction  of  schools,  roads  and  housing. 

4/  The  United  Nations  report,  Measures  for  the  Economic  Development  of  Under- 
Developed  Countries,  op.  cit.,  estimates  that  a  net  capital  in-flow  into  the 
underdeveloped  countries  of  the  free  world  of  the  order  of  magnitude  of  10 
billion  dollars  would  be  required. 

5/  It  is  argued  that  improvements  in  techniques  would  not  require  mechanization 
of  either  agricultural  or  rural  industry  or  the  managing  of  much  larger  units, 
but  only  the  substitution  of  steel  for  wood  plows,  of  improved  for  traditional 
kilns. 
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(4)  Development  of  the  rural  sector  is  also  capital- saving  in  requiring 
minimum  expenditures  for  such  overhead  costs  as  housing,  roads,  social  and 
health  facilities,  by  obviating  massive  population  movements.  Industrialization 
would  require  heavy  expenditures  to  provide  at  least  minimal  facilities  for  the 
new  city  inhabitants. 

(5)  In  addition  to  scarcity  of  domestic  capital,  many  underdeveloped 
countries  face  a  shortage  of  foreign  resources.  Development  of  agricultural 
production  is  often  the  fastest  method  for  decreasing  needed  imports  or  in- 
creasing saleable  exports. 6/ 

(6)  Although  it  is  acknowledged  that  technical  improvements  in  agri- 
culture sometimes  require  structural  changes,  many  of  these  can  be  carried  out 
without  prior  industrialization.  For  instance,  although  land  reform  would  be 
greatly  facilitated  and  be  more  acceptable  politically  without  excessive  population 
pressure,  it  can  be  carried  out  even  where  that  pressure  is  greatest. 

(7)  Although  it  is  acknowledged  that  variation  in  interest  rates,  tax 
concessions,  and  other  fiscal  measures  will  be  less  effective  in  the  rural  than 
in  the  urban  sector,  in  encouraging  reinvestment  out  of  increased  production, 
the  use  of  more  direct  methods  can  be  effective  in  this  respect.  This  might,  for 
instance,  involve  betterment  assessments  and  development  lotteries  to  channel 
resources  through  the  government  into  investment,  and  the  encouragement  of 
direct  reinvestment  through  subsidies,  education,  the  creation  of  credit  facilities, 
and  land  tenure  improvement.  Steps  to  increase  savings  or  taxes  are  facilitated 
if  a  larger  proportion  of  the  population  engaged  in  producing  for  investment  re- 
mains in  the  rural  area,  where  most  of  its  requirements  continue  to  be  furnished  by 
the  family  farm. 

(8)  In  many  underdeveloped  countries  the  increased  incomes  resulting  from 
development  will  express  themselves  mainly  in  an  increased  demand  for  food  and 
clothing.  Agricultural  production,  or  imports,  will  therefore  have  to  be  increased 
in  any  case  as  part  of  the  process  of  development,  since  it  cannot  be  expected 
that  all  of  the  increased  production  will  be  reinvested. 

This  point  is  also  important  with  respect  to  the  popular  support  essential 
to  any  development  program.  Increased  agricultural  production  satisfies  the  most 
urgently  felt  needs  of  the  bulk  of  the  population  and  is  the  most  rapid  and  dramatic 
demonstration  of  progress  for  the  overwhelming  majority  of  the  population. 
Tangible  evidence  of  progress,  however  small,  is  essential  if  democratic  govern- 
ments are  to  retain  support  during  the  initial  development  period  when  reinvest- 
ment requirements  allow  the  population  to  benefit  from  only  a  fraction  of  the  in- 
creased output.  In  this  period,  expectation  can  often  be  substituted  for  actual 
improvements   in  the   level  of  living,   if  tangible  evidence  of  progress  is  at  hand. 

6/  E.g.,  India's  balance  of  payments  fluctuates  largely  with  changes  in  its  food 
import  requirements;  Burma's  foreign  exchange  earnings  are  primarily  de- 
pendent on  rice  exports,  Pakistan's  on  cotton  and  jute,  while  Ceylon,  Indonesia, 
Israel,  Bolivia  and  others  could  take  a  substantial  step  towards  the  solution  of 
their  foreign  exchange  problem  if  they  could  decrease  their  need  for  food  im- 
ports. 
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C.  Conclusions  as  to  Relative  Priorities 

The  decision  on  the  relative  priority  of  agriculture  and  industry  in  general, 
and  disregarding  important  modifications  for  individual  countries,  particularly 
with  respect  to  resource  base,  revolves  largely  around  a  question  of  short-  vs. 
long-run  planning  and,  in  discussing  priorities  in  the  near  future,  a  question  of 
fact.  Evidence,  especially  on  the  likely  production  increases  from,  different  develop- 
ment priorities  and  plans,  is  scattered  and  preliminary.  Therefore,  although  the 
recommendations  of  the  United  Nations  experts- -that  priorities  should  be  designed 
to  equalize  marginal  productivity  and  productivity  in  terms  of  large  resource 
transfers- -are  theoretically  sound,  they  are  not  particularly  helpful. 7/  It  might 
be  noted,  however,  that  some  governments  that  initially  placed  an  extremely 
heavy  emphasis  on  industrial  development  later  shifted  to  greater  stress  on 
agricultural  development. 8/ 

Perhaps  the  most  crucial  question  of  fact  revolves  around  disagreements 
on  the  possibilities  of  rapidly  increasing  rural  production.  These  possibilities  have 
been  strikingly  demonstrated  on  a  pilot  project  scale,  but  the  duplication  of  the 
results  in  a  relatively  short  period  over  a  wide  area  is  still  uncertain.  Experience 
on  this  point  is,  however,  becoming  increasingly  available.  The  success  or  failure 
of  India's  Community  Development  Program,  for  instance,  will  provide  important 
data  for  that  country  on  the  possibilities  of  agricultural  development  with  minimum 
capital  input. 

On  the  industrial  side,  the  estimate  of  the  United  Nations  experts  on  re- 
quired capital  transfers  is  so  much  larger  than  what  is  likely  to  be  feasible  that 
the  type  of  development  they  envisage  could  not  take  place  in  the  immediate 
future.  Their  calculations  depend  on  a  rough  estimate  of  the  capital-output  ratio 
expected  in  the  development  of  underdeveloped  countries.  The  actual  possibilities 
of  industrial  development,  therefore,  would  be  increased  if  capital-output  ratios 
prove  more  favorable  than  predicted.  Additional  evidence  on  this  possibility  is 
becoming    available    through    actual   results   of  particular  development  projects. 

As  data  on  the  potentialities  and  costs  of  development  in  the  two  sectors 
become  increasingly  available,  the  relative  priorities  accorded  them  in  develop- 
ment   plans    will    need    to    be   reappraised  and  tax  policies  adjusted  accordingly. 

III.   The  Objectives  and  Methods  of  Agricultural  Development 

The  extent  of  government  participation  in  rural  development  and  its  tax 
policies    and  methods   depend  not  only  on  the   relative  role  assigned  to  the  rural 


7/  United  Nations,  Measures  for  the  Economic  Development  of  Under- Developed 
Countries,  op.  cit..  pp.  49-50. 

8/  Pakistan's  Six-year  and  Two-year  Development  Plans,  for  instance,  placed 
heavy  emphasis  on  industrial  development,  while  recent  statements  by  govern- 
ment officials  have  emphasized  the  desirability  of  developing  agriculture. 
Similar    reverses    took    place    in   Argentina  and  at  times  in  the  Soviet  Union. 
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sector,  but  also  on  the  objectives  established  for  the  development  and  the  methods 
used  to  reach  these  objectives. 

Without  attempting  to  be  all-inclusive  or  mutually  exclusive,  the  objectives 
which  underlie  agricultural  programs  in  underdeveloped  countries  can  generally 
be  outlined  under  these  headings: 

1.  An  increase  in  production 

2.  Improvements  in  marketing 

3.  Changes  in  land  tenure 

4.  A   decrease  in  the  disparities  of  income  and  wealth  in  the  rural  sector 

5.  The   use   of  part,  but  not  all,  of  any  increase  in  production  to  raise  the 
level  of  living  of  the  rural  population 

6.  Inducing    population    shifts    from   the   agricultural   sector  to   industry 

7.  The  encouragement  of  investment  and  reinvestment. 

Some  of  the  problems,  issues,  and  methods  involved  in  achieving  these 
objectives  are  outlined  below. 

A.  Increased  Production 

An  increase  in  agricultural  production,  often  the  primary  and  sometimes 
the  only  clearly  explicit  goal  of  agricultural  development,  depends  indirectly  on 
progress  towards  some  or  all  of  the  other  development  objectives,  on  various 
other  social  and  economic  policies,  on  the  organization  and  values  of  the  whole 
society,    and    more   directly   on   the   following   economic    and  institutional  factors: 

(l)  Increased  water  use.  Increases  in  the  irrigated  acreage  are  often  both 
quantitatively  the  most  important  means  for  raising  production  and  a  sine  qua  non 
for  other  techniques  of  agricultural  improvement.  Without  water,  fertilizer,  seeds 
and  tools  are  useless.  If  water  is  available  but  its  supply  highly  erratic,  the 
gamble  of  employing  other  inputs  which  require  cash  may  be  too  great.  If  a 
farmer  tries  fertilizer  once,  and  his  crops  burn  up  for  lack  of  sufficient  water, 
he  may  become  suspicious  of  modern  techniques  for  years. 

Three  types  of  water  development,  entailing  varying  degrees  of  government 
involvement,  can  be  distinguished,  (a)  Small  scale  projects,  which  can  be  under- 
taken by  an  individual  or  a  local  community  commonly  include  catch  basins  for 
rainfall,  diversion  ditches,  and  the  lifting  of  water  from  natural  bodies,  and  in- 
volve a  minimum  of  capital  and  no  Provincial  or  Central  Government  participation. 
(b)  Various  types  of  wells,  larger  diversion  and  water  spreading  dams,  and  rain 
storage  facilities  require  some  capital  and  especially  some  imported  equipment. 
Participation  by  existing  Provincial  Governments,  and  certainly  the  Central 
Government,  will  be  required,  although  the  benefits  are  localized,  (c)  Large  dam 
construction  projects,  which  require  substantial  capital  and  imported  equipment, 
whose  capital-output  ratio  is  high  and  benefits  widely  distributed,  and  which  are 
often  multi-purpose  in  scope,  generally  have  to  involve  major  or  exclusive 
participation  by  the  Central  Government. 
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For  all  of  these  projects,  financing  of  construction  can  be  facilitated  by 
levying  betterment  assessments  on  benefiting  landowners.  Such  assessments  also 
increase  equity  by  assuring  that  improvements  financed  by  the  whole  community 
do  not  benefit  primarily  current  landholders.  Substantial  assessments  have  to  be 
spread  over  a  considerable  time  period,  to  enable  cultivators  to  meet  them  from 
increased  returns  by  giving  them  time  to  adopt  the  new  techniques  required  by 
irrigation.  In  practice,  betterment  assessments  may  then  be  indistinguishable 
from  charges  levied  for  water  use.  Keeping  the  two  separate  establishes  a  more 
direct  connection  between  benefits  and  charges,  and  permits  a  closer  adjustment 
of  water  rates  to  the  regulation  of  water  use.  Both  over-  and  under-  use  of  water 
are  inefficient,  and  eventually  decrease  productivity  and  lead  to  permanent 
damage  to  the  land.  Graduated  charges,  prohibitively  high  on  both  under-  and  over- 
use of  water  can  at  least  dimish   the  undesirable  effects  of  incorrect  water  use. 

(2)  Increased  land  use  involves  the  cultivation  of  previously  idle  land  and 
the  shifting  of  land  to  more  productive  uses.  Productivity  has  to  be  measured  not 
only  in  relation  to  food  values  or  returns  per  acre,  but  also  in  such  terms  as  re- 
lative saving  or  earning  of  foreign  exchange. 

With  the  exception  of  some  Latin  American  countries,  where  tenure 
arrangements  are  the  obstacle,  underdeveloped  countries  have  little  land  that  is 
cultivable  without  heavy  investment  expenditure  for  clearance  and  construction  of 
overhead  facilities.  Heavy  subsidization  is  necessary,  which  can  sometimes  take 
the  form  of  rent  or  land  payments  remission,  if  these  levies  would  normally  be  a 
significant  cost  of  production. 

(3)  The  increased  use  of  agricultural  requisites,  such  as  fertilizer,  im- 
proved implements,  seeds,  and  breeding  stock  is  often  the  quickest  means  for 
increasing  agricultural  production.  Some  indication  has  already  been  given  of  the 
rapid  and  spectacular  results  that  can  be  achieved  by  these  innovations. 9/  The 
rural  production  of  farm  implements,  incidentally,  is  capable  of  considerable 
expansion,  since  techniques  are  relatively  simple,  while  fertilizer  is  an  agricul- 
ture-related industry  which  can  be  established  in  many  underdeveloped  countries 
at  a  great  saving  in  foreign  exchange. 

The  primary  problem  in  obtaining  widespread  use  is  not  supply,  but  in- 
ducing cultivators  to  adopt  these  new  techniques.  Their  reluctance  stems  from 
innate  suspicion,  the  risk  involved  in  gambling  not  with  profits  but  survival,  lack 
of  credit  and  knowledge,  and  the  stifling  of  incentive  by  unsuitable  tenure  or  tax 
arrangements.  Subsidization,  covering  up  to  total  cost,  therefore,  plays  an  im- 
portant role,  especially  in  the  initial  stage  of  widespread  diffusion.  It  raises  the 
special  problem  of  devising  politically  acceptable  techniques  for  the  reduction  and 
elimination  of  the  subsidy,  to  permit  its  extension  to  new  areas  without  prohibitive 
costs  to  the  government. 

(4)  The  adoption  of  improved  techniques  is  required  by  nearly  all  of  the 
agricultural  development  methods  listed  above,  which  require  in  addition  substan- 
tial  investment.   However,    some   improved   techniques,    such   as    systems   of  crop 


9/   See  above,  footnote  3. 
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rotation  and  better  cultivation,  require  a  minimum  of,  or  no,  capital.  Their  speed 
of  adoption  depends  on  the  diffusion  of  knowledge  and  the  minimization  of  the 
risks  involved.  A  possible  technique  for  minimizing  the  risks  of  innovation  may 
be  the  guarantee  of  loss  absorption  through  tax  or  rent  remission  for  any  losses 
consequent  on  the  adoption  of  techniques  recommended  by  government  agencies. 
This  technique  would  be  useful  if  taxes  and  rents  are  significant  in  production 
costs  and  the  administrative  problems  would  not  be  prohibitive.  Administration 
may  be  manageable  if  the  success  of  the  recommended  technique  is  almost 
certain  and  readily  provable  and  the  remission  feature  is  limited  to  the  initial 
introduction. 

(5)  Conservation  of  soil  fertility  can  have  a  major  impact  on  long-run 
productivity,  but  depends  principally  on  such  other  factors  as  the  use  of  agricultur- 
al requisites  and  new  techniques,  the  incentives  provided  by  the  land  tenure  system, 
and  the  institutions  established  to  promote  conservation.  Despite  its  importance, 
government  policies  with  respect  to  this  problem  are  rudimentary  in  most  under- 
developed countries.  This  is  a  field  in  which  government  organization  and  financial 
assistance  can  and  must  play  an  important  role  since  benefits  are  often  too  long 
delayed,  require  widespread  cooperation,  and  tend  to  be  diffused. 

(6)  Work  and  investment  incentives  10/  depend  on  such  factors  as  the 
effect  of  tenure  arrangements  on  the  returns  received  by  the  cultivator  who  makes 
work  and  investment  decisions  (share  cropping,  with  the  landlord  receiving  a 
substantial  proportion  of  the  returns  from  the  effort  of  the  tenant,  are  notorious 
disincentive  devices);  the  value  systems  of  society;  the  governmental  and  non- 
governmental organizations  which  influence  returns  or  value  systems;  the  political 
situation  and  its  effect  on  internal  stability,  assurance  of  returns  and  support 
of  development  programs;  the  extent  to  which  such  non-monetary  incentives  as 
contribution  to  a  development  plan  can  be  made  important  to  the  cultivator;  and 
the  incentive  which  prices  provide  for  increased  effort  or  increased  investment, 
including  cost-price  relationships,  price  fluctuations,  and  intra- seasonal  stability. 
Incentive  and  disincentive  effects  of  taxation  are  prominent  in  tax  investigations, 
but  they  are  sometimes  of  questionable  importance  in  comparison  to  these  other 
factors.  Even  if  tax  payments  amount  to  15%  of  total  returns,  which  would  seem 
rather  high  for  the  bulk  of  small  cultivators,  their  effect  is  relatively  insignificant 
if  rents  take  50  to  80%  of  gross  product.  At  the  same  time,  it  is  difficult  to  judge 
whether  the  incentive  effects  of  taxation,  including  the  importance  of  forming  a 
connecting  link  between  the  rural  and  monetary  sectors  of  the  economy,  are  more 
or  less  important  than  the  disincentive  effects  in  depriving  the  cultivator  of  some 
returns  for  labor  and  investment. 

(7)  The  speed  with  which  farmers  adjust  to  changing  supply,  demand,  and 
technical  conditions  not  only  influences  the  composition  of  output,  but  also  its  total 
amount  measured  in  tons,  calories  or  effect  on  the  balance  of  trade.  Although  it 
has    sometimes   been   assumed   that  underdeveloped  agriculture  is  relatively  rigid 


10/    See  Part  Three,  No.  3,  this  volume  for  a  discussion  of  the  effect  of  taxation  on 
incentives. 
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in  this  respect,  the  shift  from  cotton  and  jute  into  wheat  and  rice  in  Pakistan  is 
only  one  example,  indicating  price  elasticity  of  supply  for  particular  products. 
Heavy  export  taxes,  if  kept  relatively  rigid  in  the  face  of  price  movements,  greatly 
hasten  the  shifts  to  or  from  export  crops  consequent  on  price  movements. 

(8)  Credit  is  a  necessary  precondition  for  the  widespread  adoption  of  nearly 
all  capital-using  production  improvements,  in  view  of  the  low  or  negative  savings 
of  much  of  the  agricultural  sector.  Inmost  underdeveloped  countries  the  establish- 
ment of  widespread  credit  facilities  is  as  much  a  problem  of  organization  as 
finance.  If  the  economic  and  political  stranglehold  of  the  money  lender  is  to  be 
broken,  provision  has  to  be  made  for  servicing  a  large  number  of  costly  small 
loans,  if  possible  with  some  provision  for  supervision  of  use  and  repayment.  A 
widespread  credit  system  also  has  to  simplify  loan  applications  and  repayment, 
since  the  difficulties  of  borrowing  from  the  more  institutionalized  competitors  of 
the  money  lender  is  a  major  reason  for  their  undeveloped  state.  A  cooperative 
system  can  achieve  many  of  these  objectives,  or  perhaps  can  combine  with  govern- 
ment-administered credit  mixed  with  farming  assistance  and  advice.  Leadership 
and  technicians  at  the  village  level,  both  scarce  commodities,  are  required  in  any 
case,  and  government  financial  assistance  and  training  are  necessary  to  develop 
them. 

(9)  Organization.  In  the  development  effort  cooperatives  can  play  an  im- 
portant role  in  purchasing  agricultural  requisites,  organizing  local  irrigation 
efforts,  providing  credit,  disseminating  improved  techniques,  and  in  the  consolida- 
tion of  holdings.  The  participation  of  local  government  is  required  for  self-help 
efforts  in  road  building,  irrigation,  and  pest  control.  National  organizations,  such 
as  a  national  extension  service,  have  an  obviously  important  role  to  play,  while  in 
some  countries  provincial  governments  have  primary  responsibility  for  assisting 
in  the  execution  of  all  development  plans. 

The  allocation  of  tax  powers  between  local,  regional  and  central  governments 
largely  determines  their  role  in  agricultural  development.  Local  government  is 
often  non-existent  or  atrophied,  while  state  or  provincial  governments  may  be  so 
powerful  vis-a-vis  the  central  government  that  the  execution  of  an  over-all  develop- 
ment plan  is  jeopardized.  The  Central  Government  can  use  its  ability  to  raise 
revenue  as  a  tool  for  assuring  some  degree  of  consistency  in  the  making  of 
regional  development  plans  and  of  uniformity  in  their  execution.  This  involves 
both  the  direct  execution  of  Central  Government  projects  and  grants-in-aid  to 
influence  regional  development  projects.  If  local  government  is  to  have  increased 
responsibility  in  development  it  will  oftenhave  to  be  accompanied  by  increased  tax 
powers.  This  raises  the  problem  that  local  authorities  are  often  under  the  control 
of  a  group  with  a  vested  interest  in  the  status  quo,  whose  stranglehold  on  the  village 
economy  would  be  strengthened  by  a  further  delegation  of  tax  authority. 

B.   Improvements  in  Marketing 

The  overwhelming  importance  of  production  problems  in  underdeveloped 
countries  has  led  to  a  neglect  of  the  inefficiency  of  marketing,  which  has  resulted 
in  product  loss  in  marketing  channels,  the  waste  of  human  and  material  resources 
used  in  the  marketing  process,  and  a  pricing  system  which  does  not  encourage 
maximum  production. 
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(1)  Physical  handling.  Inadequate  storage,  transport  and  handling  facilities 
result  in  considerable  spoilage  and  loss,  which  may  range  from  10  per  cent  on  such 
crops  as  wheat  to  50  per  cent  in  the  case  of  fish.  In  addition  to  this  heavy  toll  in 
terms  of  product,  they  cause  maldistribution,  which  can  take  the  extreme  form  of 
starvation  in  some  areas  combined  with  excellent  harvests  elsewhere  in  the  same 
country.  They  also  increase  the  cost  of  agricultural  products  to  the  consumer  and 
affect  the  bargaining  power  of  the  cultivator,  and  thereby  his  motivation  for 
increasing  production  as  well  as  his  ability  to  invest.  The  effect  of  insufficient 
storage  capacity  is  particularly  important  since  it  contributes  to  the  depression  of 
prices  at  harvest  time  and  the  inability  of  the  cultivator  to  hold  out  for  more 
favorable  prices.  It  may  be  noted  that  increased  storage  facilities  will  be  a  neces- 
sary but  insufficient  condition  for  the  solution  of  this  problem.  Credit  to  finance 
the  stored  crop  will  also  be  necessary. 

(2)  The  bargaining  power  of  the  cultivators  does  not  only  depend  on  storage, 
but  also  on  the  power  structure  of  the  village  and  on  the  availability  of  credit  and 
the  extent  of  indebtness.  The  superior  bargaining  power  of  the  small  number  of 
buyers  vis-a-vis  the  large  number  of  sellers  is  enhanced  by  their  superior  knowl- 
edge and  facilities,  greater  political  power  and  often  re-enforced  by  their  simul- 
taneous roles  as  creditor,  government  official  or  landlord.  An  equalization  of 
bargaining  power,  therefore,  involves,  among  others,  the  availability  of  storage  and 
credit,  the  formation  of  cooperatives,  changes  in  village  government,  in  tenure  and 
production  methods,  and  the  widening  of  the  market  and  the  monetary  sector  for 
agriculture.  Bargaining  power  is  only  one  facet  of  interrelated  power  relationships 
in  many  rural  areas  and  steps  towards  its  equalization  would  also  help  loosen 
traditional  restraints  on  change  in  the  village,  increase  incentives  of  the  cultivator 
and  the  income  at  his  disposal.  Even  minor  changes  in  village  power  evoke  seri- 
ous resistance,  which  can  be  partly  overcome  from  within  the  village,  but  acceler- 
ated by  introducing  an  outsider,  relatively  independent  of  village  pressures.  The 
agricultural  extension  agent  or  the  multipurpose  village  worker  can  act  as  such  a 
catalyst,  since  he  derives  his  economic  support  and  status  partly  from  outside  the 
village,  yet  can  be  closely  enough  identified  with  it  to  be  effective. 

(3)  The  level  and  stability  of  prices.  While  changes  in  the  price  level  affect 
both  work  and  investment  incentives,  it  is  not  clear  in  which  direction  this  effect 
will  be  felt.  Small  subsistence  cultivators,  basically  outside  the  money  economy 
except  for  necessary  tax  and  money  rent  payments,  and  small  amounts  of  essential 
consumer  goods  purchases,  have  to  meet  almost  fixed  monetary  commitments 
regardless  of  price  changes.  They  can  be  expected  to  react  to  price  declines  by 
bringing  a  greater  proportion  of  their  product  to  the  market,  and  increasing  their 
effort,  if  that  is  possible.  On  the  other  hand,  plantations  and  other  farms  producing 
primarily  for  the  commercial  market  are  likely  to  decrease  their  use  of  labor  with 
lower  prices.  The  total  effect  of  price  changes  would  then  vary  with  the  importance 
of  the  subsistence,  as  compared  to  the  commercial,  sector  of  agriculture.  The 
effect  of  price  changes  on  investment  is  difficult  to  establish  as  well.  For  most 
types  of  rural  enterprise,  price  rises  increase  the  means  for  investment,  but 
depending  on  social  values  and  the  level  of  output  in  relation  to  minimum  consump- 
tion requirements,  the  increased  returns  may  in  fact  be  invested  or  lead  to  in- 
creases in  consumption  or  hoarding.  If  invested  they  may  be  used  for  unproductive 
competitive  land  acquisition,  leading  to  eventual  capitalization  of  the  price  rise  into 
land  values. 
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While  it  is  difficult  to  forecast  the  effects  of  gradual  changes  in  the  price 
level,  those  of  price  instability  are  more  predictable.  Rapid  price  fluctuations 
increase  the  size  of  precautionary  hoards  of  money  and  precious  metals,  and 
investment  in  real  estate  and  other  non-productive  enterprises,  while  increasing 
the  risk  and  reducing  the  desirability  of  investing  in  increased  agricultural 
production.  Government  attempts  to  dampen  the  effects  of  price  fluctuations 
through  compensating  changes  in  tax  rates  will  have  a  decidedly  limited  effect  in 
the  case  of  most  taxes.  Price  changes  of  10  per  cent  to  50  per  cent  are  not  at  all 
unusual  for  particular  agricultural  products,  while  the  total  tax  burden  for  nearly 
all  farmers  is  a  smaller  percentage  of  total  income.  Only  drastic  adjustments  in 
heavy  export  duties  are  likely  to  be  effective  in  this  field.  On  the  other  hand,  rent 
or  installment  payments  remission  on  government-controlled  land  can  be  a  power- 
ful tool  in  preserving  agricultural  income.  In  either  case  limits  are  likely  to  be 
imposed  on  tax  decreases  by  government  revenue  requirements. 

(4)  Channels  of  distribution.il/  In  many  underdeveloped  countries  the 
distribution  of  agricultural  products  is  conducted  through  channels  that  are 
excessively  long,  wasteful  of  the  factors  of  production  employed,  and  particularly 
characterized  by  under-employment  of  human  resources.  This  is  due  partly  to  the 
lack  of  alternative  employment  opportunities,  the  weakness  of  price  competition, 
and  the  relative  freedom  of  entry,  including  low  capital  requirements,  which  assure 
some  meager  returns  to  labor  in  this  sector,  as  compared  to  an  alternative  of 
unemployment.  The  length  and  complexity  of  the  channels  of  distribution  increase 
spoilage  and  waste,  and  the  higher  prices  resulting  from  excess  capacity  imply 
subsidization  of  distribution  by  the  consumer,  the  cultivator  or  both.  Licensing 
requirements  or  government  distribution  of  part  of  the  output  can  be  used  to 
restrict  entry  and  prevent  the  pyramiding  of  enterprises.  Steps  of  this  kind,  how- 
ever, face  not  only  obvious  admini strati ve  and  political  difficulties,  but  would  also 
increase  under-  and  unemployment  and  place  further  restrictions  on  economies 
often  already  considerably  enmeshed  in  red  tape. 

C.   Land  Tenure  Changes  12/ 

Changes  in  the  land  tenure  system  involve  several  approaches,  some  of  which 
have  considerable  relevance  for  tax  policy: 

(l)  Consolidation  of  fragmented  and  uneconomic  units  and  steps  to  prevent 
further  subdivision  are  prerequisites  in  many  areas  to  the  adoption  of  improved 
techniques  and  the  investment  of  additional  resources  in  agriculture.  Difficulties 
arise  primarily  in  developing  an  administration  capable  of  carrying  out  an  equitable 
exchange  of  hundreds  of  small  plots  per  village;  of  obtaining  legal  sanction  and 
political  support  for  the  complusion  required;  and  of  providing  alternative  oppor- 
tunities for  displaced  cultivators.  Consolidation  has  been  successfully  carriedout 
on  a  small  scale  by  voluntary  cooperatives,  but  acceleration  of  the  process  requires 
government  assistance,  both  financial  and  organizational. 


11/   Cf.    Holton,  Richard  H.,    "Marketing   Structure   and   Economic    Development,' 
Quarterly    Journal    of  Economics.    Vol.   67,    No.  3  (August  1953),  pp.  344-361 
12/   See  also  Part  Three,  No.  4,  this  volume. 
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(2)  The  division  of  lar$je  estates,  either  farmed  as  a  unit  or  operated  on  a 
small  farm  and  tenancy  basis,  is  a  means  of  giving  greater  ownership  rights  to  the 
actual  cultivator.  It  presupposes,  initially,  a  government  program,  to  deal  with 
problems  of  expropriation,  compensation,  administration,  and  allocation  of  land. 
The  government  can  either  retain  ownership  and  rent  the  land  to  cultivators  on 
favorable  terms  or,  more  generally,  sell  to  existing  tenants  or  other  owner- 
operators.  These  changes  in  land  tenure  arrangements  raise  numerous  questions, 
including  their  effect  on  productivity  and  efficiency,  on  village  society  and  political 
power,  on  the  new  sources  for  such  functions  as  investment  and  management  that 
may  previously  have  been  performed  by  landlords,  and  a  host  of  administrative 
problems.  Some  important  issues  of  fiscal  policy  and  administration  are  also 
involved: 

(a)  The  total  tax  and  rent  payments  of  tenants,  or  tax  and  purchase  payments 
of  owners,  after  reform  have  to  be  smaller  than  their  previous  combined 
obligations,  for  political  if  for  no  other  reasons.  The  extent  of  such  reduc- 
tions requires  a  fine  adjustment  between  government  revenue  requirements 
and  the  direct  investment  and  consumption  requirements  of  the  new  tenant 
or  owner.  The  ability  and  willingness  of  cultivators  to  pay  total  government 
charges  depend  also  on  the  effect  of  land  reform  on  total  production.  This 
is  primarily  a  function  of  whether  the  reform  affected  large  estates,  pre- 
viously farmed  as  efficient  units,  or  whether  it  deals  primarily  with  units 
previously  operated  on  a  small  scale  basis,  even  though  ownership  was 
extensive. 

(b)  The  question  of  whether  newly  divided  land  should  be  retained  by  govern- 
ment and  rented  to  cultivators,  or  be  sold  or  given  to  them,  involves  a  whole 
range  of  issues  from  the  values  of  the  society  to  the  effects  on  political 
stability  and  agricultural  output.  It  is  important  for  fiscal  policy  to  deter- 
mine whether  rental  or  sales  payments  would  raise  greater  amounts  of 
revenue  in  the  long  and  the  short  run,  if  a  maximum  transfer  of  resources 
from  the  agricultural  sector  to  government  is  desired.  If  land  ownership  is 
highly  valued  it  should  be  possible  over  the  short  run  to  extract  a  consider- 
ably greater  amount  of  revenue  by  selling  land  to  cultivators  on  an  installment 
basis,  than  by  renting  it  to  them.  But  either  land  rental  payments  to  the 
government  or  installment  sales  payments  can  be  powerful  fiscal  tools  for 
assuring  that  the  initial  returns  from  rural  development  are  recaptured  for 
further  investment. 

(c)  The  extent  and  rate  of  landlord  compensation  are  important  developmental 
as  well  as  political  issues.  The  resources  to  make  substantial  compensation 
payments  can  be  obtained  only  at  the  expense  of  government  investment  or  by 
the  imposition  of  an  intolerable  tax  burden.  To  the  extent  that  landlords  are 
compensated  in  non-negotiable  bonds,  this  problem  can  be  postponed,  and  to 
the  extent  inflation  of  the  currency  decreases  the  value  of  these  bonds,  it  can 
be  reduced,  but  in  most  underdeveloped  countries  neither  procedure  provides 
either  an  acceptable  or  a  complete  solution  to  the  problem.  Whether  annual 
cash  payments  to  landlords  are  smaller  or  larger  than  the  additional  revenue 
received  by  the  government,  determines  the  burden  of  land  reform  on  the 
government  exchequer.  Since  compensation  to  landlords,  by  and  large,  is  not 
equal   to   the    returns   they   previously   received  from  land,  while  cultivators 
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after  reform  are  able  to  make  almost  as  large  payments  in  rent  and  tax,  or 
even  larger  tax  and  sales  payment  combined,  such  reform  can  result  in  a 
surplus  for  development  programs.  13/ 

(3)  Rent  reduction  and  increased  security  of  tenure  involve  considerably 
less  disruption  of  rural  society  and  of  traditional  production  arrangements  than 
changes  in  land  ownership.  They  still  pose  serious  enforcement  problems  and  will 
result  in  attempts  by  landlords  to  shift  functions  and  costs,  including  taxes,  to  the 
tenant. 

Decreased  returns  to  the  landlord  will  also  decrease  their  revenue  potential, 
savings,  and  investment.  A  compensatory  increase  in  the  tax  load  of  tenants  may 
be  necessary  to  meet  revenue  requirements  and  the  investment  needs  of  the 
economy.  Although  tenants  should  be  able  to  bear  the  increased  tax  burden, 
especially  if  on  balance  they  are  better  off  after  the  rent  reduction,  it  will  be 
simpler,  both  politically  and  administratively,  to  raise  the  additional  revenue 
from  tenants  in  the  form  of  rental  and  sales  payments. 

(4)  Administration.  Any  improvements  in  the  land  tenure  system  pre- 
suppose that  the  establishment  of  title  to  the  land,  its  registration,  and  the  preven- 
tion of  illegal  alienation  have  been  or  can  be  assured.  Although  tax  rolls  may  be 
useful  in  this  respect  they  may  only  confirm,  rather  than  uncover,  illegal  land 
transfers.  On  the  other  hand,  the  administrative  steps  required  for  tenure  changes 
will  provide  a  better  basis  for  tax  collection  and  assessment. 

D.   Decreased  Disparities  of  Income  in  the  Rural  Sector 

The  effectiveness  of  a  policy  to  decrease  income  disparities  will  depend 
partly  on  changes  in  the  land  tenure  system,  the  nature  of  new  agricultural  tech- 
niques, and  changes  in  marketing  methods  and  the  availability  of  credit,  as  well 
as  on  tax  rates  and  other  fiscal  tools. 

The  latter  are  particularly  important  if  a  wide -spread  tenure  reform  in- 
volving compensation  to  landlords  is  carried  through,  since  stratification  of  rural 
society  in  underdeveloped  countries  depends  primarily  on  land  ownership.  A 
progressive  compensation  policy  would  involve  full  compensation  in  cash  for  the 
smallest  landlords.  Larger  landowners  would  get  compensation  for  a  progressively 
smaller  proportion  of  true  market  value  and  a  higher  proportion  of  their  total 
compensation  would  be  in  the  form  of  non- negotiable  bonds.  Income  distribution 
under  land  reform  can  also  be  affected  by  adjusting  rental  or  purchase  payments  to 
the  government  to  ability  to  pay. 


13/   The     division     of    estates     also     raises    administrative    problems,    such  as: 

a.  In  case  land  ownership  remains  in  goverment  hands,  at  least  temporarily, 
rent  and  tax  collections  can  be  combined  into  one  government  levy  for  ease  of 
administration  and  for  greater  flexibility  with  price  and  income  changes,  or 
they  can  be  kept  separate  for  political  and  incentive  reasons. 

b.  Provision     must     be    made    for    collecting    taxes    and,    if  necessary,  rent 
directly,  if  in  the  past  landlords  or  other  intermediaries  were  used. 
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Government  subsidy  policies  can  also  be  used  to  provide  greater  benefits 
for  smaller  cultivators.  For  instance,  the  proportion  of  a  subsidy  on  fertilizer  can 
be  varied  inversely  with  the  total  amount  of  fertilizer  per  operating  unit  of  approx- 
imately equal  soil  fertility.  Conversely,  ability  to  pay  can  also  be  included  as  a 
factor  in  the  levying  of  betterment  assessments,  with  larger  farmers  bearing  a 
more  than  proportionate  share  of  the  cost  of  a  development  project.  Such  policies, 
however,  have  to  be  limited  in  their  impact  if  they  are  not  to  interfere  with  in- 
creased productivity. 

The  indirect  effect  of  taxation  on  rural  income  distribution  should  not  be 
overestimated.  While  the  impact  of  taxation  naturally  varies  from  country  to 
country  its  influence  on  income  distribution  can  be  expected  to  be  small  where 
much  of  the  agriculture  is  outside  the  monetary  sector,  income  disparities  are 
great  and  the  rural  tax  burden  relatively  small.  Rural  taxes  in  India,  for  instance, 
have  been  estimated  at  2  per  cent  of  per  capita  income.  Where  agriculture  is 
market-oriented  the  impact  of  taxation  could  be  more  pronounced.  In  many  under- 
developed countries,  however,  tax  policy  is  influenced  by  administrative  difficulties 
and  its  formulation  by  groups  and  individuals  with  a  strong  interest  in  preserving 
the  tax  system  from  contamination  by  egalitarian  objectives.  Even  if  egalitarian 
objectives  are  built  into  the  tax  system  and  taxes  have  a  substantial  impact  on  the 
agricultural  sector,  two  further  conditions  have  to  be  met  before  they  can  make  a 
measurable  contribution  to  redistribution  of  incomes. 

(1)  Some  means  have  to  be  found  and  adopted  for  preventing  a  partial  or 
full  shift  of  the  tax  burden  to  those  least  able  to  bear  it.  In  underdeveloped 
countries,  this  generally  will  mean  to  prevent  a  shift  from  landlords  to 
tenants  and  laborers.  Unless  the  whole  land  tenure  pattern  is  revised, 
government  attempts  to  control  such  shifting  cannot  be  very  effective  when 
demand  for  land,  due  to  population  pressure  and  cultural  values,  is  strong 
and  its  supply  relatively  fixed. 

(2)  In  addition,  very  steeply  progressive  rates  will  be  required  in  most 
underdeveloped  countries,  if  rural  income  distribution  is  to  be  affected,  in 
view  of  the  great  disparities  in  income  and  wealth. 

As  a  matter  of  fact,  few  taxes  presently  levied  are  progressive  in  their 
impact  on  income.  Land  taxes,  set  on  an  area  basis  bear  more  heavily  on  families 
cultivating  or  owning  a  smaller  acreage,  and  may  not  fully  reflect  productivity 
differences.  Taxes  on  agricultural  products  provide  an  automatic  deduction  and 
exemption  for  family  consumption,  but  are  proportional  to  the  amounts  marketed. 
The  tendency  to  shift  taxes  to  tenants  is,  of  course,  regressive  in  effect. 

The  development  of  government-assisted  or  cooperative  credit  is  another 
essential  in  many  underdeveloped  countries  to  prevent  the  draining  off  of  rural 
income  and  wealth  above  subsistence  by  a  relatively  small  money-lending  class. 
Such  a  development  would  presuppose  the  regularization  and  registration  of  debt 
to  prevent  the  exploitation  of  the  cultivator  through  illegal  and  spurious  debt 
increases  and  charges.  It  might  be  considered  whether  it  is  possible  to  limit  the 
income  and  production  effects  of  an  existing  money-lending  system  by  a  steeply 
progressive  tax  on  income  derived  from  interest  payments.  If  administratively 
feasible,    a   tax   that   is   progressive   with   increasing  interest  rates  might  not  only 
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have  a  dampening  effect  on  usurious  rates,  but  would  also  serve  to  shift  some 
investment  from  land  to  industry  and  permit  the  use  of  a  bigger  proportion  of 
rural  income,  above  basic  subsistence  requirements,  for  investment  rather  than 
debt  service.  Administration,  however,  would  be  complicated  and  might  be  made 
impossible,  by  the  dependent  position  of  the  debtor. 

E.  Improved  Level  of  Living  of  the  Rural  Population 

Some  increase  in  the  level  of  living  of  the  rural  population  is  inevitable  with 
increased  agricultural  production,  changes  of  land  tenure  which  increase  the  share 
of  output  going  to  the  cultivator,  and  shifts  of  redundant  population  to  urban  areas. 
Such  other  changes  as  lower  interest  rates,  improved  prices,  and  any  increase  in 
the  progressiveness  of  taxation  also  make  it  easier  for  the  rural  sector  to  retain  a 
larger  proportion  of  its  production.  An  increase  in  the  level  of  living  of  the  rural 
population  is  inevitable  on  political  grounds  in  most  underdeveloped  countries, 
where  any  promise  of  improvement  for  the  mass  of  people  requires  improvement 
for  the  overwhelming  proportion  living  on  the  land.  It  is,  however,  a  prime  issue 
of  fiscal  policy  for  development  to  determine  the  extent  to  which  government  must 
and  should  yield  to  pressures  for  increased  consumption  and  to  what  extent  it  can 
and  should  use  taxation  and  other  means  to  increase  direct  reinvestment  in  the 
rural  sector  and  to  recapture  increased  output  for  investment  via  government  in  the 
agricultural  or  non-agricultural  sectors. 

F.  Rural  Population  Shifts 

In  those  underdeveloped  countries  where  labor  is  scarce  in  relation  to  re- 
sources, actual  shifts  from  the  land  concomitant  to  more  efficient  agricultural 
production  are  essential  for  any  further  industrial  development.  The  motive  force 
in  this  case  is  primarily  given  by  alternative  opportunities  in  the  city  and  by  the 
increased  efficiency  of  agricultural  production  which  is  both  cause  and  effect  of 
movement  away  from  the  land.  The  burden  of  cash  taxes  (e.g.,  a  head  tax)  on 
subsistence  farmers  might  be  employed  to  force  them  into  the  monetary  sector, 
which  means,  for  all  practical  purposes,  into  urban-industrial  employment. 

On  the  other  hand,  in  those  underdeveloped  countries  where  considerable 
disguised  unemployment  and  under-employment  now  exist,  industrialization  can 
proceed  without  requiring  either  a  reorganization  of  agriculture  or  special 
inducements  to  population  shifts,  although  industrialization  in  turn  causes  and 
facilitates  changes  in  the  structure  of  the  rural  society  and  production  techniques. 
Government  policy  will  concentrate  on  training  rural  labor  for  industrial  work,  and 
developing  an  urban  environment  that  minimizes  the  labor  turnover  attendant  on  an 
industrial  work  force  that  remains  based  on  the  village  and  frequently  returns  to  it. 
In  addition  to  rural-urban  movements  some  underdeveloped  countries  are  con- 
sciously trying  to  encourage  large  population  shifts  from  overpopulated  and  rela- 
tively more  developed  areas  to  virgin  or  underpopulated  districts.  Government 
policy  in  the  development  of  these  areas  has  been  discussed  above. 
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G.   The  Provision  of  Capital  for  Further  Development 

It  is  clear  that  for  most  underdeveloped  countries  a  maximum  feasible  rate 
of  reinvestment  must  be  achieved  in  the  near  future  if  growth  of  the  national 
product  is  to  outstrip  population  increases  sufficiently  to  permit  an  increase  in 
consumption,  a  decreased  reliance  on  capital  imports,  and  an  increasing  rate  of 
reinvestment.  The  Indian  Five  Year  Plan,  for  instance,  envisages  an  eventual  rate 
of  reinvestment  from  increased  production  of  50  per  cent.  Such  goals,  extremely 
ambitious  in  terms  of  the  problems  to  be  overcome,  but  equally  modest  in  terms 
of  the  requirements  of  the  economy,  necessitate  government  policies  that  give 
maximum  encouragement  to  direct  reinvestment  by  the  rural  sector,  while  channel- 
ing a  maximum  of  resources  into  investment  via  the  government.  The  execution  of 
this  sweeping  prescription  obviously  requires  some  guidelines  on  the  relative  im- 
portance to  accord  direct  reinvestment  and  that  channeled  through  government,  and 
some  indication  of  possible  methods  for  mobilizing  resources  for  investment.  This 
is  the  subject  of  the  following  sections. 

In  considering  the  resources  available  in  the  agricultural  sector  for  in- 
creasing government  or  private  investment,  three  sources  have  to  be  taken  into 
account  in  policy  formulation.  In  the  first  instance,  the  proportion  of  current 
production  and  income  which  can  be  diverted  for  investment  has  to  be  gauged.  For 
the  bulk  of  cultivators  in  many  underdeveloped  countries  this  is  likely  to  be  a  ques- 
tion of  preventing  a  reduction  in  the  level  of  living  below  subsistence.  Although 
this  might  suggest  that  there  is  no  further  scope  for  increasing  investment,  such  a 
conclusion  is  not  warranted.  Even  in  India,  where  the  modal  group  in  the  rural 
sector  must  have  a  total  annual  per  capita  income  considerably  below  $50,  a 
recent  survey  found  that  about  10  per  cent  of  rural  income  went  for  non- subsis- 
tence expenditures.  14/  Any  attempt  to  reach  them  by  taxation  necessarily  involves 
a  decision  on  whether  it  is  justifiable  to  deprive  rural  people  of  activities  which  do 
much  to  give  meaning  and  content  to  their  lives.  It  also  requires  a  solution  of  the 
administrative  problem  of  assuring  that  taxes  do  in  fact  reach  these  expenditures 
rather  than  cutting  into  basic  subsistence. 

Secondly,  the  proportion  that  should  be  recaptured  of  any  per  capita  increase 
in  production  has  to  be  estimated.  This  involves  not  only  increases  in  production 
directly  due  to  the  development  program,  but  also  whether  rural  families  can  be 
prevented  from  increasing  their  consumption  as  some  of  their  members  are 
attracted  to  industry.  This  problem  is  discussed  further  in  the  next  sections,  as 
is  the  third  method  of  increasing  rural  investment  --  the  use  of  underemployed 
labor. 


14/  Ministry  of  Finance,  Government  of  India,  The  National  Sample  Survey, 
General  Report  No.  1  on  the  First  Round  (December  1952).  This  Survey 
reports  the  following  expenditures  (expressed  as  per  cent  of  total  expendi- 
tures): ceremonials- 7.2,  tobacco-  1.8,  intoxicants- 0.8,  pan  (betel  leaves)-  0.8, 
refreshments-  1.2,  amusements-  0.5.  While  any  definition  of  "subsistence" 
has  to  be  arbitrary,  most  of  the  above  expenditures  would  not  normally  be 
classed  in  that  category. 
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IV.  The  Role  of  Government  in  Financing  Rural  Development 

The  role  of  government  in  economic  development  depends  to  considerable 
extent  on  the  non-economic  factors  which  help  determine  the  general  attitude  of 
society  towards  government  participation  in  economic  activities.  While  these  vary 
considerably  from  country  to  country,  policies  of  underdeveloped  countries  have 
provided  for  a  considerably  greater  governmental  role  than  many  developed 
countries.  The  weakness  of  the  middle-class  and  the  entrepreneurial  group 
diminishes  the  opposition  to  this  emphasis,  while,  by  the  same  token,  increasing 
its  importance. 

A  concomitant  of  the  important  role  assigned  to  government  is  the  tendency 
to  depreciate  and  distrust  the  investment  propensities  and  decisions  of  the  private 
sector.  This  is  based  partly  on  the  inclination  of  the  private  urban  and  rural 
sector  to  use  income  for  conspicuous  consumption,  for  capital  export,  and  for 
unproductive  investment.  In  appraising  the  role  of  the  private  sector  in  develop- 
ment, it  is  necessary  to  take  account  also  of  the  contributions  it  must  make, 
despite  all  shortcomings,  if  the  almost  insuperable  difficulties  of  development  are 
to  be  overcome.  This  contribution  is  particularly  important  in  assuring  that  de- 
cisions are  sufficiently  decentralized  to  take  advantage  of  all  of  the  managerial 
and  entrepreneurial  talent  in  the  economy.  The  government  itself  possesses 
powerful  tools  to  stimulate  a  maximum  contribution  by  the  private  sector.  The 
use  of  tax  incentives  for  this  purpose  is  discussed  elsewhere.  15/ 

In  the  rural  sector,  institutional  factors  which  can  be  affected  by  govern- 
ment, such  as  land  tenure,  credit  and  village  organization,  play  a  particularly 
important  role  in  determining  actual  investment.  Government  can  also  use  the 
direct  fiscal  measures  of  subsidization  and  credit  to  stimulate  and  channel  rural 
investment  and  development.  The  latter  techniques  permit  greater  private  partici- 
pation in  the  planning  and  managing  of  development  projects,  while  partly  assuring 
the  requisite  resources  through  government  diversion  of  income  to  investment. 
Within  this  broad  generalization,  government  participation  in  development  by  fiscal 
measures  other  than  taxation  takes  three  forms: 

(l)  In  general,  the  heaviest  government  financial  commitment  to  development 
is  through  direct  investment,  much  of  it  for  the  "social  overhead"  necessary  to 
realize  major  external  economies  for  the  country  as  a  whole.  This  involves  prima- 
rily expensive  projects,  whose  benefits  extend  over  a  large  sector  of  the  economy, 
and  are  not  readily  realized  in  terms  of  profits  for  a  particular  enterprise.  In  this 
category  are  power,  transportation  and  communication  development,  as  well  as  the 
development  of  major  irrigation  facilities  and  heavy  investment  in  the  social  field 
for    the    education    and    health    of  the   rural  population.  16/   These  projects,  quite 


15/   See  Part  Three,  No.  3,  this  volume. 

16/  In  the  Indian  Five  Year  Plan,  for  instance,  about  two-thirds  of  contemplated 
expenditures  are  readily  identified  as  falling  within  these  categories.  Much 
of  the  remainder  is  in  "Agriculture  and  Community  Development,"  which 
includes  heavy  expenditures  for  education.  However,  some  of  the  expenditures 
contemplated  under  these  headings  are  not  for  direct  investment  but  for 
subsidization  in  one  form  or  another. 
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clearly,  fall  within  the  scope  of  the  government,  require  the  bulk  of  government 
financing  of  development,  and  by  their  very  nature  define  for  a  substantial  area  the 
extent  of  government  participation. 

There  is,  in  addition,  a  marginal  area  in  which  either  government  or  private 
enterprise  could  invest,  whose  importance  is  considerably  greater  in  the  industrial 
than  in  the  rural  sector.  For  the  latter,  it  involves  such  questions  as  the  extent  of 
government  participation  in  small-scale  land  reclamation  and  irrigation  works  in 
rural  industry,  and  to  some  extent  in  fertilizer,  tool  and  seed  distribution. 
Generally,  however,  these  decisions  revolve  around  government  subsidization  and 
credit,  rather  than  direct  participation.  Outside  the  rural  sector,  but  in  agricul- 
ture-related industries,  the  extent  of  participation  in  the  manufacture  of  fertilizer 
and  agriculture  implements  are  at  issue.  The  role  of  government  in  this  marginal 
area  and  the  extent  of  its  direct  investment  in  social  overhead  facilities  depend  at 
least  partly  on  the  following  factors: 

a.  The  distribution  of  entrepreneurial  and  management  ability  between  the 
private  and  the  public  sphere.  In  some  economies  these  skills  are  scarcer 
even  than  capital.  The  role  of  the  government  is  then  influenced  by  the 
extent  of  its  ability  to  invest  capital  more  effectively  than  the  private  sector. 

b.  The  propensity  to  invest  of  the  private  sector,  given  government  measures 
to  stimulate  such  investment,  has  to  be  considered  as  against  the  ability  of 
the  government  to  mobilize  resources  for  investment.  This  appraisal  has  to 
include  not  only  the  ability  of  the  government  to  raise  the  necessary  taxes 
and  the  likelihood  of  direct  investment  by  entrepreneurs,  but  also  the  ability 
of  either  to  mobilize  resources  through  borrowing  or  the  use  of  otherwise 
idle  labor. 

Broadly  speaking,  the  relative  roles  of  government  and  of  the  monetized  part 
of  the  private  rural  economy  are  not  difficult  to  delineate.  Whether  private 
individuals  or  groups  will  invest  in  an  irrigation  project  or  a  forge  is  largely 
a  matter  of  size  and  distribution  of  benefits.  The  propensity  to  invest  of  the 
non-monetary  rural  sector,  however,  is  one  of  the  great  unknowns  in  most 
development  planning.  Neither  the  extent  of  directly  reinvested  labor  and  funds 
by  cultivators  and  rural  industry  owners,  nor  the  influence  of  government 
policies  on  this  investment  are  known.  17/  It  is  therefore  impossible  to 
determine  to  what  extent  government  can  withdraw  resources  from  the  rural 
sector  for  direct  investment  in  the  rural  sector,  without  producing  a  decrease 
in  direct  investment  by  the  private  rural  sector.  Any  information  on  this 
aspect  of  the  economy  would  be  invaluable  in  planning  government  tax 
policies. 

c.  An  appraisal  of  the  advisability  of  channeling  investment  resources 
through  government,  rather  than  through  the  private  sector,  also  has  to 
include  an  analysis  of  the  cost  in  terms  of  the  effect  of  taxation  on  work 
incentives,  political  stability,  the  use  of  factors  of  production  and  the  choice 
of  products. 

17/    See  Part  Three,    No.  3,  this  volume,  for  a  discussion  of  tax  incentives  for  in- 
vestment. 
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(2)  Government  credit  and  monetary  policy  are  both  more  and  less  import- 
ant in  underdeveloped  than  in  developed  countries.  On  the  one  hand,  profits,  inter- 
est, and  risks  are  so  great  and  variable  in  the  former  that  monetary  policy  can 
have  relatively  little  influence  in  channeling  investment  decisions.  On  the  other 
hand,  direct  government  assistance  and  intervention  in  the  development  of  the 
credit  system  are  considerably  more  important  than  in  developed  countries. 
In  addition,  government  credit  expansion  or  contraction  can  have  a  much  more 
rapid  and  drastic  inflationary  or  deflationary  effect.  Only  part  of  the  economy  is 
monetized  and  government  disturbance  of  the  economic  equilibrium  through 
monetary  and  credit  decisions  brings  a  response  from  only  a-relatively  small 
sector  of  the  total  economy,  a  response  which  has  to  be  greatly  magnified  in  order 
to  re-establish  equilibrium. 

(3)  Direct  government  subsidies  can  have  an  important  role  in  rural 
development  since  they  are  relatively  precise  tools  for  directing  investment 
and  production  decisions,  as  contrasted  with  the  gross  impact  of  nearly  all  taxes 
applied  in  underdeveloped  countries  to  the  rural  sector.  Their  impact  is  quite 
evident  to  the  cultivator  and  they  can  be  tailored  to  meet  specific  needs,  since 
there  is  considerable  scope  for  their  expansion.  The  possible  range  for  subsidies 
is  considerably  wider  than  the  scope  for  direct  government  investment  in  the  rural 
sector.  Here  again  there  is  a  very  inadequate  factual  basis  for  decisions  on  the 
proportion  of  available  resources  which  should  be  left  with  the  rural  sector,  with 
the  expectation  that  they  would  be  invested,  and  the  proportion  which  should  be 
channeled  through  the  government  and  returned  in  the  form  of  subsidies  to  increase 
government  influence  over  the  rural  sector's  propensity  to  consume  and  its 
investment  decisions.  Subsidies  can  be  used  for  income  equalization  and  inter- 
sector     resource     transfers,    as    well    as    for    influencing    investment  decisions. 

The  desire  to  influence  such  decisions  has  meant  that  subsidies  in  under- 
developed countries  take  the  form  of  specific  grants  for  specific  activities  or 
particular  crops.  The  latter  have  been  subsidized  to  make  them  competitive  in 
international  markets,  or  to  increase  their  export,  and  occasionally  production. 
In  either  case  the  objective  has  been  to  reward  an  action,  not  to  maintain  income. 
Over-all  subsidies,  used  in  developed  economies  to  maintain  agricultural  income, 
in  underdeveloped  countries  have  taken  the  form  of  a  subsidy  for  consumers  and  a 
tax  on  agriculture  by  requiring  deliveries  from  the  farmer  at  lower  than  prevailing 
world  market  prices. 

The  objective  of  income  maintenance  has,  however,  been  paramount  in 
subsidies  granted  rural  industries.  In  India,  where  they  are  important  in  providing 
part-  or  full-time  employment  to  millions  of  rural  workers,  these  industries  have 
received  considerable  protection  and  subsidization.  The  relative  importance  of 
this  form  of  subsidy  will  decrease  with  development  since  it  generally  represents 
a  bar,  and  not  an  aid,  to  that  process. 

V.   The  Transfer  of  Resources  from  and  to  the  Rural  Sector  and  Its 

Financing 

Government  policy  on  resource  transfers  to  and  from  the  rural  sector  will 
depend  on  the   role  assigned  to  rural  development,  the  nature  of  this  development 
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and  the  role  of  the  government  in  it, -matters  which  are  discussed  above-  and  on  the 
proportion  of  investment  in  national  income  and  the  magnitude  of  non-development 
and  government  expenditures,  -  which  are  not  discussed  in  this  paper.  Four 
possible  types  of  resource  transfers  are  involved: 

(1)  Resource  transfers  from  the  rural  sector  to  general  government  over- 
head are  universal  in  underdeveloped  countries,  since  expenditures  on  general 
government  account,  including  the  cost  of  maintaining  a  military  establi shine nt 
and  the  regular  civil  service,  are  large  in  terms  of  the  ability  of  the  urban  sector 
to  finance  them.  In  general,  the  magnitude  of  transfers  for  this  purpose  is  given 
by  "necessary  governmental  expenditures." 

(2)  The  transfer  of  resources  from  the  rural  sector  to  government  for 
reinvestment  in  the  rural  sector  will  continue  to  play  an  increasing  role  in  under- 
developed economies.  While  it  does  not  directly  affect  the  distribution  of  the 
national  product  between  the  rural  and  urban  sectors,  it  makes  it  possible  for 
the  government  to  increase  the  share  of  investment  in  the  national  income,  and  to 
channel    and    direct    that    investment    into    activities  considered  most  desirable. 

(3)  A  widespread  policy  of  using  government  fiscal  meausres,  including 
alteration  of  the  terms  of  trade,  to  transfer  resources  from  the  rural  sector  to 
government  for  investment  in  the  urban  sector,  stems  largely  from  the  desire  for 
industrialization  combined  with  the  overwhelming  importance  of  the  rural  sector 
in  most  underdeveloped  countries.  Development  plans  in  Soviet  Russia,  Communist 
China,  Argentina,  Burma,  are  all  clearly  based  on  this  premise. 

(4)  The  contrary  case,  of  resource  transfer  from  the  urban  sector  to 
government  for  investment  in  the  rural  sector,  cannot  be  clearly  established  in 
any  particular  country.  While  individual  measures,  such  as  differential  exchange 
rates  in  Venezuela,  may  benefit  the  rural  at  the  expense  of  the  urban  sector,  the 
question  here  is  the  ultimate  benefit  after  balancing  the  costs  and  returns  of  all 
government  fiscal  measures,  which  is  much  more  difficult  to  establish. 

Given  some  policy  on  the  desirable  extent  and  direction  of  resource  transfers 
from  and  to  agriculture  the  role  of  taxation  to  achieve  them  depends  also  on  two 
other  factors:  (l)  the  cost  of  such  transfers  by  taxation;  and  (2)  the  possibilities, 
costs,  and  advantages  of  alternative  methods  of  resource  transfer. 

(1)  The  costs  of  taxation  include  not  only  the  more  obvious  administrative 
and  collection  expenses,  but  also  the  political  and  psychological  "costs"  of 
diminished  popular  support  for  the  government  and  the  development  effort,  and  the 
net  effect  of  given  resource  transfers  on  equity,  and  work  and  investment  incen- 
tives. The  effect  of  the  level  of  taxation  on  the  use  of  taxes  for  the  achievement  of 
equity  or  incentive  objectives,  therefore,  has  to  be  counted  as  a  "cost"  or  "benefit" 
in  determining  the  use  of  taxation  for  resource  transfers.  These  issues,  however, 
are  the  subject  of  other  papers  in  this  volume. 

(2)  Alternative  techniques  of  resource  transfers  also  have  their  costs  and 
benefits   and   have   to   be   examined   before   the  role  of  taxation  can  be  established: 
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(a)  Non-inflationary  borrowing  by  the  government,  that  is  loans  from  the 
public  which  actually  increase  the  total  savings  in  the  economy,  is  considered  a 
desirable  method  by  governments  for  obtaining  additional  resources,  above 
traditional  taxes,  for  investment.  Its  scope,  however,  and  especially  the  scope 
for  its  further  expansion,  are  not  too  promising.  Capital  markets  in  underdeveloped 
countries  are  severely  limited  and  poorly  organized,  and  government  offerings 
involve  much  lower  returns  than  speculation  or  alternative  productive  investments. 
To  the  extent  that  investors  are  attracted  to  the  greater  security  offered,  the  re- 
sources made  available  to  the  government  often  represent  a  transfer  of  investment 
from  the  private  sector.  To  this  extent,  government  borrowing  is  effective  only  as 
a  method  for  assuring  increased  government  direction  over  investment  decisions. 

(b)  Confiscation  without  compensation,  or  with  compensation  deferred  until 
returns  from  development  make  compensation  possible,  is  effective  for  transferring 
resources   to  the  government,   but  is  not  available  to  most  democratic  countries. 

(c)  The  government  may  also  obtain  resources  by  voluntary  contributions, 
especially  of  labor,  or  by  contributions  in  return  for  deferred  payment.  Deferment 
of  compensation  may  involve  either  later  payment  or,  more  likely,  compensation 
in  the  form  of  deferred  benefits.  Local  irrigation  work  and  roads,  for  instance, 
can  be  constructed  with  a  minimum  of  tools  and  a  maximum  use  of  local  voluntary 
labor.  The  same  applies  for  the  construction  of  schools,  dispensaries  and  other 
medical  and  educational  facilities.  Assuming  widespread  support  of  the  government 
and  the  development  effort,  this  method  for  financing  investment  can  be  important 
enough    to  constitute   a   significant  factor   in   the  country's  development  planning. 

(d)  Government  deficit  financing,  in  addition  to  that  made  possible  by  non- 
inflationary  borrowing,  can  provide  the  financial  means  for  transferring  resources 
to  the  government.  This  course,  by  expanding  the  money  supply,  involves  pressure 
on  existing  prices,  and  may  therefore  lead  to  inflationary  developments  in  the 
economy.  The  undesirable  consequences  of  inflation  in  underdeveloped  countries 
have  been  pointed  out  frequently  and  can  be  summarized  briefly:  18/ 

(i)  Inflation  distorts  income  and  price  relationships,  particularly  benefiting 
profit  receivers  at  the  expense  of  wage  and  salary  earners. 

(ii)  With  a  reduction  in  their  real  income,  the  latter  may  decrease  savings 
or  may  actually  dissave,  while  only  a  fraction  of  the  increased  income  of 
profit  receivers  is  saved.  A  heavy  shift  in  income  to  profit  earners  is 
therefore  necessary  to  increase  their  savings  sufficiently  to  overbalance  the 
reduction  of  savings  by  wage  and  salary  earners. 


18/  Cf.  Bernstein,  E.  M.,  and  Patel,  I.  G.,  "Inflation  in  Relation  to  Economic 
Development,"  International  Monetary  Fund  Staff  Papers,  Vol.  2,  No.  3 
(November  1952),  pp.  363-398;  United  Nations,  Measures  for  the  Economic 
Development,  of  Under-Developed  Countries,  op.  cit.,  p.  42;  United  Nations, 
Methods  of  Financing  Economic  Development  in  Under-Developed  Countries, 
Department  of  Economic  Affairs  (1949),  pp.  19,  118. 
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(iii)  These  large  income  shifts  will  increase  already  serious  disparities  of 
income  and  wealth  and  lead  to  social  unrest. 

(iv)  Inflation  will  tend  to  distort  the  pattern  of  production  and  investment 
by  increasing  the  profitability  of  luxury  production  and  investment  in 
speculative  fields,  such  as  inventory  increases,  real  estate,  and  especially 
luxury  housing  development,  and  the  holding  of  foreign  assets. 

(v)  Inflation    disrupts    foreign    trade    and    discourages   foreign  investment. 

(vi)  Eventually,  inflation  is  self-defeating.  Costs  rise,  initially  with  a  lag, 
eventually  in  anticipation  of  price  increases.  Prices  then  become  ineffective, 
either  in  securing  larger  real  resources  for  the  government  sector,  or  in 
stimulating  the  increased  private  investment  normally  following  on  improved 
profit  expectations.  (This  argument  rests  partly  on  the  assumption  that 
economic  groups  who  suffer  under  inflation  will  decrease  savings,  but  since 
their  savings  may  be  low  or  non-existent,  especially  in  an  underdeveloped 
economy,  such  an  assumption  may  not  be  warranted.) 

There  can  be  little  argument  with  the  reasons  advanced  for  opposing  a  sub- 
stantial measure  of  inflation.  The  following  section,  therefore,  is  concerned  with 
(a)  the  circumstances  under  which  deficit  financing  is  non-inflationary;  (b)  the 
reasons  for  supposing  that  its  inflationary  effects  may  be  relatively  minor,  given 
certain  assumptions  and  policies;  and  (c)the  compensating  advantages  of  moderate 
inflation  that  occasionally  outweigh  its  disadvantages. 

VI.   Deficit  Financing  of  Development 

A.    Non- inflationary   Deficit  Financing 

While  deficit  financing  per  se  exerts  an  upward  pressure  on  prices,  it  need 
not  cause  any  inflation,  since  it  may  be  counter-balanced  by  deflationary  pressures 
in  the  economy  as  a  whole.  Government  fiscal  and  credit  policy  is  only  one 
determinant  of  the  total  money  supply  and  the  stream  of  goods  available  to  meet 
it.  The  scope  of  non-inflationary  deficit  financing  is  therefore  limited  by  the  money 
and  credit  decisions  of  the  private  sector,  and  especially  the  banks,  by  the  terms  of 
trade,  and  by  changes  in  national  output. 

It  might  be  assumed  that  underdeveloped  economies  have  a  natural  inflation- 
ary bias  arising  from  competition  in  the  private  sector  for  scarce  investment 
resources.  As  a  matter  of  fact,  in  many  of  these  countries,  particularly  in  South 
and  Southeast  /sia,  the  private  sector  has  been  essentially  stagnant,  with  per 
capita  national  income  static  or  declining  over  the  past  decades.  The  absence  of 
an  extensive  entrepreneurial  group  is  the  reason  why  credit  expansion  by  the 
private  sector  is  not  a  normal  secular  phenomenon  in  some  economies,  but  takes 
place  only  sporadically  in  response  to  changes  in  the  terms  of  trade  or  other 
exogenous  causes. 

In  order  to  examine  the  effects  of  government  deficits  per  se  and  as  a  first 
approximation,  the  private  sector  of  underdeveloped  economies  will  therefore  be 
considered  in  equilibrium,  exerting  neither  substantial  inflationary  nor  deflationary 
pressures    on  the   economy.    This   is   not   to   deny   that  the  influence  of  the  private 
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sector  and  of  exogenous  factors  need  to  be  taken  into  account  in  particular  countries 
and  under  particular  circumstances,  and  that  their  influence  may  be  so  decisive 
that  government  policy  would  be  designed  only  to  compensate  for  it. 

Given  an  economy  in  initial  equilibrium,  the  introduction  of  a  government- 
stimulated  development  effort  makes  deficit  financing  not  only  possible,  but  also 
necessary  to  compensate  for  the  deflationary  bias  introduced  by  the  increase  in 
physical  product  available  in  the  monetary  sector  of  the  economy.  Not  only  total 
production,  but  also  the  proportion  which  enters  the  monetary  sector,  would 
normally  increase  in  developing  countries.  In  addition  to  the  growing  transactions 
and  hoarding  demand  for  money  which  result,  a  further  increase  in  the  money 
supply  is  required  in  the  many  underdeveloped  economies  that  consistently  run  an 
import  surplus,  stemming  from  foreign  aid,  from  increased  foreign  borrowing, 
from  the  running  down  of  Sterling  balances  by  former  British  Colonies,  or  the  use 
of  other  foreign  assets.  As  the  flow  of  goods  in  the  monetized  economy  increases, 
it  has  to  be  met  by  a  supply  of  money  growing  at  an  equal  rate,  if  development  is 
not  to  be  hampered  by  a  persistent  deflationary  situation. 

It  does  not  follow  that  the  increase  in  the  money  supply  would  or  should 
derive  wholly  from  government  deficits.  Even  if  the  private  sector  is  initially  in 
virtual  equilibrium,  a  government-induced  increase  in  the  money  supply  makes 
possible,  and  may  spark,  a  credit  expansion  for  private  business.  The  need  for  a 
given  increase  in  the  money  supply  may  therefore  be  met  by  a  lesser  magnitude 
of  deficit  financing  plus  the  private  credit  expansion  induced  by  it.  This  induced 
expansion  of  the  money  supply,  however,  is  likely  to  be  smaller  than  in  developed 
economies,  partly  because  the  proportion  of  transactions  financed  by  bank  notes 
is  much  higher  in  underdeveloped  countries.  In  addition,  the  government  may 
consider  it  desirable  to  restrict  unproductive  use  of  the  additional  funds  (e.g.,.for 
inventory  expansion)  by  direct  restrictions  on  bank  credit.  Under  these  circum- 
stances deficit  financing  is  likely  to  provide  a  major  proportion  of  the  additional 
money  supply  required  secularly  by  a  developing  economy.  This  is  not  to  imply, 
however,  that  these  funds  will  be  directly  invested  by  government.  Restrictions  on 
private  credit  are  not  inconsistent  with  a  government  policy  of  channeling  a  maxi- 
mum of  investment  resources  to  the  private  sector  through  the  use  of  govern- 
ment credit  institutions. 

B.    Inflationary  Deficit  Financing 

In  many  underdeveloped  countries,  the  government  may  be  able  to  push 
deficit  financing  beyond  the  point  of  merely  compensating  for  deflationary  factors. 
The  government  may  want  to  take  advantage  of  such  an  opportunity  for  the  sake 
of  an  expanded  development  program.  Arguments  in  favor  of  this  course  have 
revolved  around  the  possibility  of  using  deficit  financing  to  mobilize  previously 
unemployed  real  resources,  and  particularly  labor.  This  would  permit  an  increase 
in  investment  without  a  concurrent  decrease  in  total  consumption  or  other  invest- 
ment, although  the  relative  share  of  consumption  in  national  income  would  decline. 
The  mobilization  of  unemployed  resources  would  reduce  but  not  eliminate  the 
problem  of  inflationary  pressure.  In  practice,  increased  investment  cannot 
consist  solely  of  unemployed  labor,  but  will  require  that  other  factors  be  trans- 
ferred from  consumption  to  investment  through  higher  prices.  In  addition,  as  the 
output  and  income  of  the  agricultural  sector  would  remain  unchanged,  while  labor 
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transferred  to  investment  would  have  to  be  compensated,  additional  purchasing 
power  would  be  created  without  any  immediate  compensating  increase  in  supply 
of  goods. 

Conscious  government  policy  can,  however,  greatly  decrease  the  effective 
pressure  on  the  price  level  exerted  by  these  two  factors,  and  permit  a  greater 
expansion  of  deficit  financing  without  serious  inflationary  consequences.  The 
effectiveness  of  such  a  government  policy  depends  on  the  overwhelming  role  of 
government  in  the  development  of  many,  if  not  most,  presently  underdeveloped 
countries.  In  any  comparison  of  this  process  with  the  history  of  Western  develop- 
ment, the  determining  influence  of  government  is  as  important  a  difference  as  the 
existence  of  underemployed  labor.  In  India,  for  instance,  direct  government 
investment  is  estimated  at  one  half  of  total  investment  during  its  Five  Year  Plan, 
and  government  exercises  a  considerable  measure  of  control  over  the  other  half 
through  its  control  of  the  capital  market,  imports,  and  scarce  materials. 

A  government  policy  to  minimize  the  inflationary  effects  of  deficit  financing 
would  need  to  be  based  on  the  following  assumptions  and  actions: 

(l)  While  the  average  propensity  to  consume  in  underdeveloped  countries 
is  high,  the  marginal  propensity  in  some  sectors  of  the  economy  is 
lower  and  especially  "weaker."  That  is,  the  determination  to  spend  the 
desired  proportion  of  income  is  not  as  great  in  these  sectors  and  its 
deflection  from  consumption  is  more  readily  accepted.  Government 
policy  can  then  channel  total  investment  to  assure  that  the  increment 
made  possible  by  deficit  financing  is  initially  directed  to  the  sectors  of 
the    economy    with    a    low    and    weak   marginal   propensity  to  consume. 

It  is  in  this  connection  that  the  use  of  previously  unemployed  or  under- 
employed labor,  that  is  with  a  marginal  product  close  to  zero  during  all 
or  part  of  the  year,  assumes  its  true  importance.  Since  total  production 
does  not  have  to  decrease  with  a  shift  of  this  labor  to  investment,  it 
becomes  simpler,  and  politically  and  psychologically  more  acceptable, 
to  drain  off  through  savings  campaigns  or  higher  taxes  a  larger  pro- 
portion of  the  funds  resulting  from  deficit  financing.  This  is  particularly 
true  since  the  increased  government  expenditures  for  labor  reach, 
primarily,  part-time  rural  labor,  or  are  used  to  withdraw  it  from  the 
rural  sector.  In  the  latter  case,  per  capita  agricultural  production 
would  increase,  but  unevenly,  with  benefits  accruing  largely  to  families 
who  no  longer  have  to  provide  work  for  redundant  relatives  or  depen- 
dents. Where  the  funds  go  primarily  to  part-time  rural  labor,  benefits 
are  again  unevenly  distributed  through  the  rural  population.  In  either 
case,  the  rural  recipients  of  the  additional  income  can  continue  to  have 
the  bulk  of  their  needs  met  largely  by  home  production  or  barter  within 
the  immediate  community,  and  their  aspirations  or  standard  of  living 
influenced  by  the  unchanged  level  of  living  around  them.  It  might  there- 
fore be  argued  that  they  would  not  rapidly  develop  strong  desires  to 
spend   their   additional   income.  19/    This  would  not  hold  true  of  the  rel- 


19/It  is  recognized  that  the   assumptions   underlying   these  arguments  run  counter 
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atively  small  amount  of  incremental  income  which  former  rural 
laborers  would  receive  to  induce  them  to  shift  to  new  employment  in  the 
urban  investment  industries. 

(2)  In  underdeveloped  countries,  the  influence  of  habit,  custom,  and  accept- 
ance of  a  fixed  role  in  the  life  of  the  village  may  prove  as  strong  as 
similar  factors  in  the  United  States  in  delaying  an  adjustment  of  con- 
sumption to  increased  income,  especially  if  basic  food  needs  are  met. 
To  the  extent  that  the  added  income  resulting  from  deficit  financing 
flows  to  rural  sectors  with  a  low  and  weak  marginal  propensity  to 
consume,  a  substantial  proportion  can  be  channeled  into  savings  either 
by  the  normal  action  of  the  income  receivers  or  by  governmental  savings 
and  tax  measures.  This  would  prevent  the  increased  per  capita  rural 
production  from  being  wholly  translated  into  increased  per  capita  rural 
consumption. 

The  assumption  would  be  that  hoarding  against  contingencies  such  as  crop 
failure,  old  age,  and  sickness  would  increase,  that  the  idle  funds  of 
moneylenders  would  go  up  as  loans  are  repayed,  but  above  all  that 
government  would  be  able  to  adopt  imaginative  policies  to  recapture  a 
substantial  proportion  of  increased  income  in  savings  or  taxes.  This 
would  require  the  full  use  of  such  quasi-tax  methods  as  the  collection  of 
rent  and  installment  payments  for  land  accruing  under  tenure  reform, 
and  such  unusual  devices  as  government  development  lotteries. 

(3)  Conscious  government  policy  can  not  only  direct  increased  expenditures 
to  sectors  where  a  substantial  proportion  can  be  saved,  but  can  also 
maximize  the  proportion  spent  for  previously  under-utilized  resources, 
primarily  labor.  This  will  minimize  the  other  problem  of  deficit  financ- 
ing -  the  need  to  transfer  employed  resources  as  well  as  idle  labor 
from  the  production  of  consumer  goods  to  investment. 

Technically,  there  is  often  considerable  scope  for  the  use  of  labor  with 
a  minimum  of  equipment.  Irrigation  works,  buildings,  and  roads,  for 
instance,  can  be  constructed  with  a  minimum  of  machinery  and  a  maxi- 
mum of  unused  local  labor  and  materials.  Selection  of  this  type  of 
production  function,  even  though  very  expensive,  may  be  justified  if 
the  objective  is  not  profit  maximization,  but  minimization  of  inflationary 
effects.  With  the  latter  objective,  the  use  of  labor  may  be  justified  even 
if  its  cost  per  unit  output  is  double  that  of  machinery,  since  the  use  of 
domestically  produced  machinery  will  require  positive  savings,  as  well 
as  result  in  an  increase  in  purchasing  power. 


Footnote  19  continued: 

to  the  widely  held  belief  that  propensities  to  consume  are  highest  at  lower  in- 
come levels.  They  follow  more  closely  the  argument  of  Duesenberry  that 
relates  propensity  to  consume  not  to  absolute  level  of  income,  but  partly  to  the 
relationship  between  an  individual's  income  and  the  income  of  his  associates. 
(Duesenberry,  James  S.,  Income,  Saving  and  the  Theory  of  Consumer  Behavior 
(Cambridge,   1949),  particularly  p.  32.) 
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(4)  Government  control  of  investment  can  also  be  used  to  channel  it  into 
areas  with  low  capital-output  ratios  and  rapid  returns.  This  dynamic 
factor  in  the  demand- supply  equation  cannot  be  ignored.  Since  the  in- 
vestment financed  through  deficits  is  undertaken  because  it  will  increase 
output,  the  speed  of  the  returns  is  an  important  factor  in  determining  the 
inflationary  results  of  the  original  deficit. 

Historical  data  from  developed  economies  may  be  largely  irrelevant 
in  determing  likely  capital-output  ratios  in  the  immediate  future  for  the 
underdeveloped  area.  To  the  extent  that  governments  can  consciously 
direct  investment,  they  could  achieve  capital-output  ratios  that  differ 
from  those  of  the  Western  world  and  those  that  may  eventually  prevail 
in  the  now  underdeveloped  countries.  Capital-output  ratios  approaching 
one-to-one,  or  even  better,  even  in  the  year  following  initial  investment, 
are  quite  feasible  in  such  activities  as  increased  fertilizer  use,  local 
irrigation  works,  the  mechanization  of  fishing  fleets,  and  local  industries. 
If  massive  advantage  is  taken  of  these  possibilities  they  may  be  ex- 
hausted within  a  short  time,*  but  by  then  they  can  help  provide  a  basis 
for  the  domestic  financing  of  a  continuing  development  effort. 

It  will  be  noted,  however,  that  potential  developments  with  low  capital- 
output  ratio  and  rapid  return  occur  mainly  in  the  rural  sector,  and  the 
question  remains  whether  massive  and  rapid  development  in  that  sector 
is  precluded  by  institutional  factors.  To  the  extent,  however,  that  these 
opportunities  can  be  exploited,  the  lag  between  the  increased  demand 
resulting  from  deficit-financed  investment  and  the  increased  supply 
produced  by  that  investment  will  be  extremely  short.  This  argument 
does  not  assume  that,  once  returns  accrue  from  investment,  the  inflation- 
ary pressures  introduced  by  deficit  financing  are  automatically  met. 
Output  from  the  new  investment  has  a  cost  dimension,  which  at  the  same 
time  represents  income  for,  and  demand  from,  the  factors  engaged  in 
production.  This  demand  would  take  up  the  additional  supply,  which 
therefore  could  not  directly  offset  the  excess  demand  resulting  from  the 
deficit-financed  marginal  investment.  Nevertheless,  if  the  previous 
assumption  on  marginal  savings  propensities  is  correct,  percentage 
savings  will  also  increase  with  development,  making  the  higher  rate  of 
investment  induced  by  deficit  financing  an  equilibrium  rate.  The  capital- 
output  ratio  and  the  rapidity  of  returns  of  the  investment  merely  affect 
the  speed  with  which  this  goal  can  be  reached. 

(5)  The  inflationary  effects  of  deficit  financing  can  be  further  reduced  by 
combining  a  judicious  program  of  import  controls  with  a  balance  of 
payments  deficit.  The  composition  of  imports  can  be  controlled  to  favor 
capital  equipment  essential  for  development  and  mass  consumption  goods, 
while  excluding  luxuries.  Imports  will  then  provide  a  maximum  of  the 
machinery  needed  to  complement  the  labor  drawn  into  investment,  with- 
out requiring  domestic  savings.  They  will  also  meet  that  part  of  the 
increased  income  of  the  lower  income  groups  which  is  translated  into 
effective  demand.  The  concurrent  curtailing  of  luxury  imports  is  not 
likely  to  lead  to  an  equivalent  pressure  on  domestically  produced  goods, 
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since  consumers  of  these  goods  are  likely  to  save  part  of  their  income 
rather  than  spend  it  on  what  they  consider  to  be  inferior  goods.  The 
increase  in  the  price  of  luxury  imports  which  will  result  will  not  have 
the  usual  undesirable  effects  of  inflation.  If  anything,  it  will  narrow 
income  disparities  and  favor  wage  earners  over  profit  receivers. 
Import  controls  have  been  attacked  as  tending  to  distort  domestic 
investment  by  increasing  the  profitability  of  manufacturing  prohibited 
imports,  especially  of  luxuries.  For  nearly  all  underdeveloped 
countries,  however,  government  exercises  sufficient  control  over  ma- 
chinery imports,  credit,  investment,  or  factors  of  production  to  pro- 
hibit or  limit  any  expansion  in  this  direction. 

It  is  in  connection  with  the  import  component  of  any  expanded  development 
program  that  foreign  loans  or  grants  are  particularly  important  to  underdeveloped 
countries  who  do  not  possess  adequate  foreign  exchange  earnings  or  reserves. 
Even  though  an  expansion  of  their  development  effort  can  be  financed  through  a 
government  deficit,  it  may  be  limited  and  inefficient  unless  local  labor  and  some 
equipment  can  be  supplemented  by  a  small  amount  of  specialized  imported  ma- 
chinery and  essential  imported  consumer  goods.  Obviously,  such  an  expansion  of 
import  needs  is  not  under  government  control  in  the  sense  that  domestic  capital 
is,  and  unless  the  country  is  in  the  fortunate  position  of  a  Venezuela  or  Saudi 
Arabia,  a  policy  of  deficit  financing  may  be  partly  dependent  on  a  concurrent 
expansion  of  foreign  grants  or  loans. 

The  effects  of  government  policy  in  dampening  the  inflationary  consequences 
of  deficit  financing  will  be  strengthened  in  most  underdeveloped  economies  by  the 
existence  of  pockets  of  productive  facilities  operating  below  capacity  and  able  to 
expand  output  in  response  to  increased  demand.  The  recent  slump  in  the  Indian 
textile  industry  is  evidence  that  such  conditions  can  prevail  in  the  monetized  sector 
of  industry  and  that  deficit  financing  can  draw  from  them  the  same  justification  it 
has  in  developed  countries  during  a  depression.  Important  unused  capacity  may 
also  exist  permanently  in  the  rural  nonmonetized  sectors  of  these  economies. 
Expenditures  on  housing,  direct  investment  in  the  improvement  of  local  irrigation 
facilities,  terraces  and  ponds,  purchases  of  village  products  including  furnishings, 
pottery  and  various  types  of  repairs  are  important  in  many  underdeveloped 
economies.  These  expenditures  can  often  be  increased  with  a  very  minor  effect  on 
the  price  level,  since  output  can  be  expanded  primarily  by  the  use  of  underemployed 
local  labor  and  materials.  Government  policies  to  concentrate  expenditures  in 
areas  of  labor  surplus  and  on  investment  with  a  low  capital-output  ratio  will 
benefit  primarily  the  rural  sector  and  would  tend  to  assure  that  full  advantage  is 
taken  of  these  possibilities. 

The  above  arguments  are  not  advanced  in  favor  of  unlimited  or  reckless 
deficit  financing.  They  do  imply  that  suitable  government  policies,  specifically 
designed  to  take  advantage  of  underemployed  labor,  can  minimize  the  effect  of 
deficit  financing  on  the  price  level  and  can  facilitate  its  use  for  raising  develop- 
mental finance.  Even  if  full  advantage  is  taken  of  the  possibilities  inherent  in  these 
policies,  some  increase  in  the  general  price  level  is  quite  likely.  This  would  not 
result  in  the  undesirable  consequences  of  inflation  listed  above,  unless  further 
price  rises  are  anticipated  by  a  substantial  part  of  the  economy.    While  the  ability 
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of  the  economy  to  deal  with  a  gradually  rising  price  level  depends  on  many  circum- 
stances unconnected  with  deficit  financing,  it  is  not  unreasonable  to  suppose  that 
most  economies  can  accept  some,  however  small,  gradual  price  increase  without 
the  anticipation  of  inflation  that  results  in  widespread  hoarding,  speculation, 
inventory  accumulation,  non-productive  investment,  or  capital  flight. 

The  rate  of  such  a  price  rise  obviously  is  related  to  the  magnitude  of  the 
deficit.  It  therefore  has  to  be  emphasized  that  the  extent  of  deficit  financing  re- 
quired to  have  a  profound  effect  on  the  development  of  a  country  need  not  be  great 
when  measured  in  terms  of  the  total  money  supply.  Purely  as  an  illustrative 
example,  and  without  any  attempt  to  appraise  the  factors  involved  in  this  particu- 
lar situation,  the  relevant  figures  for  India  may  be  advanced.  With  a  money  supply 
of  some  Rs  19  billion20/,  a  national  income  of  some  Rs  90  billion  and  net  invest- 
ment of  about  5  per  cent21/,  a  5  per  cent  increase  in  the  money  supply  would  be 
equivalent  to  an  increase  of  20  per  cent  in  net  investment.  Since  the  Indian  Five 
Year  Plan  has  as  an  objective  a  net  investment  of  about  7  per  cent,  this  represents 
an  increase  of  considerable  importance.  The  resources  made  available  by  deficit 
financing  are  all  the  more  vital  if  they  assist  a  country  in  reaching  the  crucial 
proportion  of  net  investment  at  which  the  resulting  increase  in  national  product  is 
sufficiently  above  population  growth  to  make  possible  a  rate  of  savings  that  makes 
further  deficit  financing  unnecessary. 

C.    A  Cautionary  Note 

The  frequent  warnings  against  the  possible  dire  consequences  of  financing 
development  programs  through  government  deficits  are  to  the  point,  regardless  of 
the  economic  arguments  that  can  be  advanced  for  the  propriety  and  occasional 
necessity  of  such  a  course.  Deficit  financing  can  easily  become  habit-forming  in 
any  economy.  It  is  a  politically  and  administratively  attractive  policy,  when  com- 
pared with  taxation  or  the  alternative  of  a  decreased  development  program,  and 
may  be  adopted  although  its  safe  limits  have  long  been  exceeded.  Since  those 
limits  depend  on  intangibles  and  on  prediction,  it  is  easy  to  assume  that  "just  a 
little  bit  more"  of  deficit  financing  will  not  breech  them. 

Underdeveloped  countries  labor  under  additional  handicaps.  The  statistical 
measuring  rods  which  could  provide  some  assistance  to  them  in  estimating  the 
effects  of  deficits  of  different  size,  are  often  nonexistent  or  inadequately  developed. 
Their  administrative  apparatus  for  carrying  out  policies  designed  to  restrict  or 
control  inflation  may  not  be  completely  reliable.  Finally,  the  need  and  pressures 
for  development  may  be  so  great  that  deficit  financing,  once  begun,  proves  im- 
possible to  limit  short  of  its  obvious  inflationary  consequences.  In  addition,  some 
underdeveloped  countries  have  recently  experienced  a  severe  inflation,  and  public 
confidence  in  the  stability  of  the  currency  may  be  more  easily  shaken  for  this  and 
other  reasons.  While  these  considerations  emphasize  the  dangers  of  deficit 
financing  and  should  be  considered  seriously  by  policy  makers  in  deciding  on  this 
step,  they  do  not  eliminate  the  economic  arguments  for  its  possibilities  under  the 
prescribed  conditions. 


20/    International  Monetary  Fund,  International  Financial  Statistics, 
21/   Government  of  India,  The  First  Five  Year  Plan. 
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In  forecasting  the  economic  effects  of  a  given  deficit,  two  further  distinctions 
between  more  developed  and  underdeveloped  economies  need  to  be  taken  into 
account.  Both  stem  from  the  fact  that  in  many  of  the  latter  the  non-monetary 
sector  accounts  for  a  substantial,  if  not  a  major,  proportion  of  the  total  economy. 

A  given  government  deficit,  measured  per  capita  or  as  a  percentage  of 
national  income,  would  have  more  drastic  consequences  in  an  underdeveloped 
than  a  developed  economy,  since  its  effects  would  be  limited  primarily  to  the 
monetized  sector.  It  may  be  more  useful,  therefore,  to  judge  the  effective  magni- 
tude of  deficits   in  terms  of  the  total  money  supply,  rather  than  national  income. 

At  the  same  time,  the  effect  of  inflation  on  the  large  non-monetary  sector  of 
underdeveloped  countries  may  be  small  and  is  largely  unpredictable.  A  plausible 
argument  can  be  made  that  the  effect  on  output  will  be  negligible,  or  that  increased 
prices  for  the  marketed  productsof  the  non-monetary  sector  will  lead  to  increased 
effort  and  investment.  On  the  other  hand,  it  can  also  be  argued  that  price  increases 
will  decrease  production,  since  less  effort  and  investment  will  be  required  to  meet 
the  small  proportion  of  fixed  monetary  charges  for  taxes,  interest,  and,  in  some 
cases,  rent. 

It  is  also  clear  that  the  government  policies  for  decreasing  the  inflationary 
effects  of  deficit  financing,  discussed  above,  require  a  measure  of  government 
participation  in  the  economy  which  may  not  be  otherwise  acceptable  on  economic, 
political,  or  philosophic  grounds.  This  again  would  need  to  be  weighed  in  particular 
circumstances,  but  does  not  affect  the  theoretical  argument  advanced. 

D.   Inflation  as  a  Policy 

Up  to  now,  the  argument  has  been  concerned  with  policies  that  may  minimize 
the  inflationary  effects  of  financing  development  through  government  deficits. 
Inflation  per  se,  however,  has  desirable  effects  under  certain  circumstances  and 
can  be  justified  as  a  conscious  government  policy  if  these  outweigh  its  admitted 
disadvantages. 

Inflation  is  an  effective  means  for  expropriating  wealth  yielding  a  fixed 
income;  it  does  not  require  legislation  and  may  in  general  be  less  painful,  political- 
ly, than  direct  expropriation.  It  can,  therefore,  be  adopted  if  such  expropriation 
is  considered  to  be  of  overriding  national  interest.  In  underdeveloped  countries, 
inflation  could  be  particularly  effective  against  landlords  and  moneylenders, 
whose  present  position  may  be  a  roadblock  to  development.  To  deal  effectively 
with  either  would  require  conversion  of  their  wealth  into  forms  that  yield  a  fixed 
income.  In  the  case  of  landlords,  this  would  be  accomplished  in  the  course  of  a 
land  reform  program  in  which  larger  landowners  are  compensated  for  an  increasing 
proportion  of  their  holdings  in  non-negotiable  bonds.  For  moneylenders,  it  would 
require  that  outstanding  loans  be  registered,  or  otherwise  guarded  against 
unilateral  or  spurious  enhancement  by  the  lender,  and  that  their  future  lending 
operations  be  circumscribed. 

While  inflation  could,  under  these  circumstances,  eliminate  some  difficult 
social  and  political,  as  well  as  economic,  roadblocks  to  development,  it  would 
create    serious    problems    as    well.   In    addition  to  other  undesirable  effects,  all 
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fixed  income  receivers  would  be  more  or  less  expropriated,  together  with  those 
slated  for  this  process;  the  limited  entrepreneurial  group  might  be  further  deci- 
mated and  intimidated;  an  impoverished  group  of  discontented  but  politically  alert 
victims  would  be  created;  and  some  groups  which  may  be  considered  socially 
undesirable,  e.g.,  speculators,  would  profit.  Nevertheless,  this  process  has  taken 
place  in  the  past,  for  instance  in  post-war  Japan,  and  its  favorable  as  well  as 
damaging  effects  should  be  clearly  recognized. 

E.   Summary 

Inflation,  particularly  in  developing  economies,  creates  some  obvious  and 
serious  problems.  Some  measure  of  deficit  financing  may  be  undertaken  without 
inflationary  consequences  to  meet  the  need  for  increased  currency  arising  from 
economic  development,  unless  that  need  is  met  by  private  credit  expansion.  The 
inflationary  effects  of  deficit  financing  beyond  this  point  can  be  decreased  by 
conscious  government  policy  to  take  full  advantage  of  two  major  features  which 
distinguish  underdeveloped  from  Western  economies:  (a)  unemployed  labor,  and 
(b)  a  substantial  measure  of  government  control  and  influence  over  the  economy. 
Government  policies  to  direct  investment  to  projects  which  require  a  maximum  of 
labor  and  with  a  low  capital-output  ratio  can: 

(1)  Decrease  the  need  to  restrict  consumption  before  investment  can 
increase; 

(2)  Take  advantage  of  a  marginal  propensity  to  consume  which  may  be 
relatively  low  and  weak  where  increased  income  is  distributed  unevenly 
through  the  rural  area  as  the  result  of  employing  previously  under- 
employed rural  labor; 

(3)  Minimize  the  need  for  scarce  capital  resources  with  a  given  investment 
program;  and 

(4)  Increase  national  product,  and  thereby  the  propensity  to  save,  rapidly, 
to  make  the  rate  of  investment  forced  by  deficit  financing  an  equilibrium 
rate. 

Price  rises  which  would  occur  despite  these  policies  may  not  be  sufficient  to 
set  off  the  harmful  consequences  of  inflation.  Nevertheless,  institutional  factors 
may  make  it  dangerous  to  embark  on  a  policy  of  deficit  financing.  On  the  other  hand, 
inflation  may  be  desirable  per  se.  as  a  means  of  expropriating  landlords  and 
moneylenders,  in  which  case  deficit  financing  could  be  increased  to  a  considerable 
extent. 

VII.   Conclusions 

The  preceding  discussion  was  designed  to  provide  some  background  for  a 
logical  appraisal  of  the  role  of  agricultural  taxation  in  economic  development. 
Such  an  appraisal  involves,  first,  a  consideration  of  the  direction  and  magnitude 
of  desired  resource  transfers  by  (a)  defining  the  relevant  sectors  for  establishing 
a  policy  on  resource  transfers;  (b) analyzing  the  relative  priorities  assigned  to  rural 
and   urban  development;    and   (c)  examining   the   nature  of  rural  development  and, 
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consequently,  of  the  role  of  government  in  that  development.  The  cost  and 
advantages  of  alternative  methods  of  accomplishing  desirable  resource  transfers 
must  then  be  considered.  The  most  relevant  variables  here  are  taxation,  the 
subject  of  other  papers  in  this  volume,  and  deficit  financing,  discussed  above, 
since  the  possibilities  of  the   remaining   alternatives  are   relatively  well-known. 

Although  this  may  be  a  logical  approach  for  analytical  purposes,  it  is  not 
necessarily  one  that  is  widely  adopted  in  practice,  since  it  pre-supposes  a  govern- 
ment policy  on  development  priorities,  on  the  role  of  government,  and  on  the 
optimum  level  of  development,  all  usually  expressed  in  a  formal  development  plan. 
An  alternative  approach  assumes  that  what  needs  to  be  maximized  is  the  govern- 
ment development  program.  The  role  of  taxation  and  of  inflationary  and  non- 
inflationary  borrowing  is  then  defined  as  providing  a  maximum  of  resources  to  the 
government  sector.  The  limits  to  these  methods  are  established  largely  by 
political  and  administrative  feasibility,  partly  by  their  effect  on  existing  economic 
activity,  and  more  or  less  incidentally  by  their  effect  on  the  private  sector  and  its 
potential  for  generating  development.  Once  the  available  revenue  has  been  esti- 
mated, other  governmental  expenditures,  including  defense,  are  subtracted  and  a 
development  program  initiated  to  fit  this  fiscal  cloth.  The  priorities  assigned  the 
rural  sector  and  government  in  this  program  may  be  similar  to  or  different  from 
those  implicit  in  the  methods  by  which,  and  the  sectors  in  which,  revenue  was 
raised. 
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3.  THE  USE  OF  AGRICULTURAL  TAXATION  FOR  INCENTIVE  PURPOSES 

By  Walter  W.  Heller* 
Professor  of  Economics,  University  of  Minnesota 


Both  the  literature  concerning  agricultural  development  and  the  legislation 
governing  agricultural  taxation  in  underdeveloped  economies  reflect  considerable 
faith  in  the  use  of  tax  measures  for  incentive  purposes- -on  so  ordering  taxes  as  to 
reward  desirable  and  penalize  undesirable  economic  activity  in  agriculture.  Rely- 
ing on  the  taxpayer's  desire  for  economic  gain  and  self- betterment,  this  approach 
seeks  to  influence  his  working,  saving,  and  investing  activities  to  the  broad  ends 
(a)  that  agricultural  output  will  be  increased,  (b)  that  productive  efforts  will 
be  directed  into  channels  thought  to  be  most  consistent  with  national  economic 
interests,  and  (c)  that  the  gains  from  agricultural  pursuits  will  be  distributed 
more  equitably. 

This  paper  examines  the  various  incentive  uses  to  which  agricultural  taxes 
can  be  put  and  the  tax  devices  utilized  or  advocated  for  this  purpose;  reviews 
some  of  the  conditions  precedent  to  the  effectiveness  of  tax  incentives;  and 
offers  suggestions  concerning  research  on  the  incentive  aspects  of  agricultural 
taxation. 

I.  The  Nature  and  Uses  of  Taxation  as  an  Incentive  Device 

Two  general  characteristics  of  incentive  taxation  in  agriculture  should 
be  noted  at  the  outset.  1/  First,  since  the  incentives  in  question  are  primarily 
those  relating  to  production,  the  agriculturist  as  producer  rather  than  as  consumer 
is  the  primary  target  of  incentive  taxation.  It  deals  with  the  tax  reactions  of  land- 
owners and  cultivators  primarily  in  their  role  as  investors,  workers,  and 
managers.  With  some  exceptions,  their  responses  to  taxation  as  consumers  and 
savers  are  considered  to  be  a  function  of  the  total  tax  they  pay  rather  than  of 
variations  in  the  form  of  tax. 


Professor   Heller  prepared   this  paper  as  a  consultant  to  the  International  Pro- 
gram in  Taxation. 
1/As   used   in  this  paper,  the  term  "incentive  taxation"  refers  not  only  to  specific 
and   sharply   focused   incentive  devices  in  taxation,  but  also  to  the  more  general 
incentive  implications  of  various  tax  forms. 
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This  brings  us  to  the  second  point,  namely,  that  incentive  taxation  seeks 
to  influence  economic  activity  primarily  through  the  structure  of  the  tax  system 
and  particular  taxes  --  through  variations  in  the  tax  liabilities  of  particular 
taxpayers,  i.e.,  in  the  distribution  of  burdens --rather  than  through  the  level  of 
taxation,  i.e.,  through  variations  in  the  total  burden.  Granted,  the  two  are  inter- 
related. For  example,  if  the  level  of  taxes  is  low,  the  incentive  impact  of  variations 
in  structure  is  likely  to  be  weak.  Or,  even  though  tax  policy  to  increase  savings 
may  rely  chiefly  on  high  taxes  to  absorb  income  and  force  savings,  it  may  also 
seek  to  stimulate  voluntary  saving  by  imposing  taxes  in  such  a  way  that  they  will 
penalize  spending  and  reward  saving.  Thus,  there  is  some  artificiality  in  splitting 
off  the  incentive- structural  aspect  of  agricultural  taxation  from  the  aggregative- 
level  aspect.  If  justification  for  such  separation  is  needed  beyond  the  usual  one 
of  breaking  a  problem  down  into  analytically  manageable  components,  it  can  be 
found  in  the  general  tendency  to  separate  these  two  elements  in  tax  policy  and  tax 
practice. 

A  review  of  the  incentive  ends  which  agricultural  taxes  are  asked  to  serve 
and  a  brief  description  of  the  tax  devices  used  or  proposed  to  accomplish  these 
ends  in  underdeveloped  economies  will  serve  to  underscore  the  points  just  made. 2/ 
The  following  classification  is  only  one  among  many  that  might  be  used.  It  groups 
tax  measures  according  to  the  specific  incentive  objectives  they  are  designed  to 
serve,  or  are  capable  of  serving,  in  agricultural  development.  In  so  doing,  it  does 
not  achieve  mutually  exclusive  categories,  but  may  have  the  advantage  of  visualiz- 
ing the  tax  incentive  problem  as  the  underdeveloped  countries  see  it,  thus  facilita- 
ting realism  in  the  appraisal  of  alternative  lines  of  research. 

A.   To  Increase  Incentives  to  Work 

Tax  changes  to  increase  the  farmer's  incentive  to  work  may  take  the  form 
of  reductions  of  high  marginal  rates  of  income  or  produce  taxes,  or  more  often,  of 
replacing  taxes  which  respond  directly  to  the  size  of  gross  or  net  output  with  taxes 
which  are  either  fixed  in  amount  or  only  indirectly  responsive  to  changes  in  output. 
The  goal  of  such  policies  is  to  levy  taxes  in  a  manner  which  leaves  the  rewards 
for  additional  effort  undiminished,  i.e.,  to  minimize  the  "substitution  effect"  of 
taxes  (the  effect  which  leads  the  taxpayer  to  substitute  leisure  or  other  untaxed 
activity  for  taxed  work).  These  policies  are,  of  course,  not  aimed  exclusively  at 
work  incentives.  Since  they  lighten  the  tax  burden  on  increased  output  from  land, 
however  achieved,  they  also  offer  agriculturists  increased  incentives  to  invest, 
i.e.,  to  increase  productive  capacity  per  unit  of  land.  In  both  cases,  the  stimulus 
to  production  is  realized,  not  by  providing  specific  tax  penalties  and  rewards, 
but  by  reducing  the  disincentive  effects  of  high  rates  or  alternative  forms  of 
taxation. 

Tax  measures  designed  with  the  foregoing  objectives  in  mind  may  be  found 
in  such  widely  varying  settings  as  Korea,  Yugoslavia,  and  the  Soviet  Union.  Since 
1951,     South     Korea     has    levied    its    land    income    tax  on  the  basis  of  a  standard 

2/   Relevant    experience    with    tax    incentive    devices    in    several  more  advanced 
economies  will  also  be  cited. 
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assessment  keyed  to   the   average  or  normal  productive  capacity  of  the  land.  The 
tax  specifically  exempts  output  which  exceeds  the  standard  assessment. 

In  its  reply  to  the  recent  United  Nations  land  reform  questionnaire,  Yugo- 
slavia indicated  its  dissatisfaction  with  the  existing  system  of  progressive  taxation 
of  farmers'  incomes,  stating  that  "This  system  affected  adversely  agricultural 
production  and  does  not  correspond  to  our  economic  conditions.  A  new  taxation 
system  is  being  worked  out.  Taxes  will  be  paid  in  future  on  the  basis  of  the  surface 
and  quality  of  the  land. "3/ 

The  Soviet  Union  in  1953  revised  its  system  of  taxing  the  peasant-owned  plots 
of  land.  It  replaced  the  system  of  assessing  such  plots  on  the  basis  of  the  income 
derived  therefrom  with  a  system  of  fixed  rates  per  unit  of  land,  irrespective  of 
the  nature  or  the  size  of  the  crop  grown,  but  graded  according  to  location  and 
economic  characteristics.  In  explaining  the  measure,  the  Soviet  Finance  Minister 
said,  "This  procedure  in  assessing  the  agricultural  tax  will  stimulate  an  increase 
in  the  livestock  owned  by  the  collective  farmers  and  the  most  rational  use  of  the 
household  plots  for  the  cultivation  of  crops  which  are  of  the  greatest  value  and 
advantage  to  themselves  and  to  the  state. "4/ 

The  agricultural  produce  taxes  of  the  Middle  East  are  frequently  criticized 
on  the  grounds  that  they  discourage  productive  efforts.  Substitution  of  taxes  which 
vary  less  with  year-to-year  changes  in  output  is  sometimes  advocated  on  this 
score.  The  difficulty  of  reconciling  this  approach  with  the  ability-to-pay  principle 
is  evident.  Administrative  considerations  aside,  one  possibility  of  bringing  incen- 
tive and  equity  considerations  into  closer  harmony  would  be  to  put  the  Korean 
type  of  land  income  tax  on  an  annual  basis,  i.e.,  levy  the  tax  on  average  productive 
capacity  of  the  land  parcels,  but  adjust  the  rated  capacity  each  year  to  take  account 
of  general  growing  conditions. 

A  quite  different  approach  to  stimulating  additional  effort  would  tax  agricul- 
turists so  heavily  that  their  disposable  income  would  be  pushed  below  the  levels 
which  they  regard  as  customary  or  otherwise  worth  striving  to  attain.  Clearly, 
this  use  of  the  "income  effect"  of  taxation  involves  certain  dangers  and  would  be 
applicable  only  in  rather  specialized  settings.  Yet,  it  is  occasionally  advocated, 
especially  in  areas  where  land  is  abundant  relative  to  labor  and  additional  labor 
is  the  chief  source  of  increases  in  output.  One  variant  of  such  an  incentive 
is  the  "head  tax,"  payable  in  cash,  which  has  been  levied  on  native  populations  in 
Africa.  The  incentive  rationale  of  this  tax  is  that  it  will  force  the  taxpayers  to 
obtain  cash  either  (a)  by  exerting  additional  effort  to  produce  and  market  enough 
crops  to  pay  the  tax  or  (b)  by  working  for  wages  in  urban  areas. 5/ 

3/  See  Progress  in  Land  Reform,  Analysis  of  Replies  by  Governments  to  a  United 
Nations  Questionnaire,  United  Nations  Publications,  Sales  No.:  1954. II. B. 3, 
p.  263. 

4/  Press  release  of  the  Embassy  of  the  Unionof  Soviet  Socialist  Republics,  No.  212 
(August  18,  1953),  p.  5  (Report  of  A.  G.  Zverev,  Minister  of  Finance  of  the  USSR). 

5/  It  may  be  noted  in  passing  that  this  use  of  taxation  does  not  seem  consistent 
with  the  usual  constraint  within  which  the  tax  system  is  expected  to  operate, 
namely,   that   it  leave   the  essential  economic  freedoms  undisturbed.   The  head 
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B.  To  Increase  Incentives  to  Invest 

While  the  preceding  category  deals  principally  with  short-run  incentives  of 
the  cultivator- -whether  he  be  landowner,  tenant,  or  landless  laborer- -the 
present  category  deals  with  stimuli  to  longer-run  improvements  of  land,  mainly 
by  the  landowner.  The  general  approach  is  to  grant  exemption  or  preferential 
treatment  under  land,  property  and  income  taxes  to  improvements  in  and  structures 
on  the  land.  In  many  instances,  this  is  done  inadvertently  and  capriciously  by  long 
delays  in  revisions  of  land  cadastres  and  assessments.  But  in  other  cases,  it  is  a 
conscious  incentive  taxation  device. 

For  example,  Australia  and  New  Zealand  have  long  imposed  graduated  taxes 
on  unimproved  land  values,  at  least  partly  with  the  "single-tax  objective"  of 
removing  barriers  to  improvement  of  the  land.  To  provide  a  stimulus  to  the 
development  of  land,  the  International  Bank  Mission  to  Jamaica  recommended  the 
use  of  unimproved  land  value  as  the  basis  for  taxation. 6/  New  Zealand  has  re- 
cently granted  more  liberal  depreciation  allowances  under  its  income  tax  for 
initial  land  development  expenditures  (e.g.,  clearing  scrub, brush  and  stumps  from 
land,  exterminating  pests  or  weeds,  building  access  roads  and  fences,  draining 
swamps)  and  for  costs  of  plant,  equipment,  and  buildings  used  to  house  employees. 
Reclamation  of  waste  land  by  irrigation,  drainage,  clearance  and  so  forth  is 
promoted  in  Taiwan,  certain  Indian  states,  Belgium,  Chile,  Iran,  Iraq,  and  Portugal 
by  special  exemptions  or  preferential  treatment  under  land  and  property  taxes. 
A  recent  technical  assistance  mission  to  Chile  recommended  the  exemption  of  such 
farm  structures  as  stables,  barns,  and  sheds. 

In  contrast  with  the  foregoing  measures,  which  seek  to  shield  the  rewards 
for  investment  in  agriculture  from  discouraging  taxes,  it  is  occasionally  suggested 
that  landlords  be  taxed  so  heavily  that  they  will  be  driven  to  increase  their  income 
through  capital  improvements  to  their  land.  The  problem  is  to  prod  the  landlord 
into  productive  action  by  reducing  his  income  below  some  accustomed  or  desired 
level  without,  at  the  same  time,  discouraging  risk-taking  by  high  taxes  on  in- 
crements to  his  income.  The  graduated  land  tax,  levied  on  capital  values  rather 
than  on  current  output,  has  been  suggested  for  this  purpose. 

A  typical  complaint  about  landlordism  in  much  of  the  underdeveloped  world 
is  that  landlords  concentrate  their  efforts  on  enlarging  their  share  of  existing 
agricultural  income  by  raising  rental  and  interest  charges,  rather  than  on  en- 
larging   total  income   through  additional   investment.    Where   leeway   remains  for 

Footnote    5    continued. 

tax  in  many  ways  resembles  crop  quota  systems  or  other  direct  controls, 
since  the  African  native  has  no  alternative  way  of  accumulating  the  necessary 
cash  but  to  bestir  himself  to  produce  and  market  the  additional  crops.  The 
foregoing  is  said,  not  necessarily  to  condemn  the  measure,  but  merely  to  indi- 
cate that  it  is  not  in  line  with  customary  thinking  about  the  relatively  "gentle" 
and  indirect  incentive  stimuli  of  taxation. 

6/   Report  of  a  Mission  of  the  International  Bank  for  Reconstruction  and  Develop- 
ment, The  Economic  Development  of  Jamaica  Tl953s).  p.  19. 
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further  exploitation  of  debtors  and  tenants,  the  "income  effect"  of  heavier  land 
taxes  may  not  lead  to  additional  investment.  In  these  circumstances  --  short  of 
more  drastic  measures  like  land  redistribution--  such  fiscal  devices  as  differen- 
tially heavy  taxes  on  interest  and  rental  income,  if  workable,  have  considerable 
appeal. 

More  specific  penalty  taxes  may  also  be  used  to  force  investment.  Illustrative 
of  this  approach  is  the  Malayan  excise  tax  of  1  1/2  pence  per  pound  of  rubber  from 
plantations  which  fail  to  replant  a  specified  percentage  of  their  acreage  annually. 
The  proceeds,   incidentally,   are   used  to   subsidize   plantings  by  small  holders. 7/ 

C.   To  Discourage  Undercultivation 

The  use  of  taxes  to  get  idle  land  into  cultivation  or  to  stimulate  an  "up- 
grading" of  its  utilization  (e.  g.,  from  grazing  to  cropping)  is  widely  advocated. 8/ 
In  societies  where  land  is  held  for  prestige  purposes  or  where  speculation  in  land 
is  stimulated  by  inflation,  large  holdings  of  cultivable  land  are  likely  to  be  held 
idle  or  grossly  undercultivated  side  by  side  with  pitifully  small  and  overworked 
holdings  at  the  opposite  end  of  the  scale.  To  cope  with  this  situation,  special 
penalty  taxes  on  untilled  or  undercultivated  land  have  been  enacted  in  a  number  of 
Latin  American  countries.  Panama  has  on  its  statute  books  a  progressive  surtax 
over  and  above  the  property  tax  on  untilled  land.  Brazil  levies  penalty  taxes  on 
lands    which    are    not  used,   or  not  fully   used,  for  some  branch  of  agriculture. 9/ 

An  International  Bank  mission  to  Colombia,  finding  that  fertile  lands  in  the 
valleys  were  being  used  for  grazing  while  peasants  scratched  out  an  existence  on 
inferior  land  on  hillsides,  proposed  a  steeply  progressive  land  tax  designed 
explicitly  to  stimulate  better  land  utilization.  The  rate  of  tax  was  to  be  graduated 
inversely  to  the  ratio  of  actual  net  income  from  the  land  to  its  current  market 
value.  The  lower  the  rate  of  return  (relative  to  certain  standard  rates  to  be  set 
up  for  different  types  of  land),  the  higher  the  rate  of  tax  was  to  be.  The  measure 
was  described  as  "providing  a  direct  stimulus  to  more  intensive  farming"  as 
well  as  putting  better  land  "within  the  reach  of  poorer  farmers"  by  operating  to 
depress  inflated  land  values.  It  was  also  expected  to  increase  employment  oppor- 
tunities   as   intensive  cultivation   replaced  grazing  and  eventually   to  help  expand 


7/  Statement  of  Mr.  P.  J.  Burgess,  Chairman,  Aberfoyle  Plantations  Ltd.  (Novem- 
ber 26,   1953),  as  reported  in  The  Economist  fLondon,  December  5,  1953),  p.  788. 

8/  For  example,  in  Measures  for  the  Economic  Development  of  Underdeveloped 
Countries  (United  Nations,  195 1),  p.  26,  a  group  of  experts  appointed  by  the 
Secretary  General  of  the  United  Nations  says,  "...the  misuse  of  agricultural 
land. ..makes  it  necessary  for  some  governments  to  try,  by  taxation  or  other 
means,  to  deflect  land  from  less  to  more  productive  uses." 

9/  The  State  of  Goiaz  in  Brazil  levies  a  "regressive  tax"  the  rates  of  which  are 
apparently  lower,  the  higher  the  value  of  a  unit  of  land  (where  increases  in 
value  are  presumed  to  be  the  result  of  more  intensive  utilization).  The  re- 
finements and  pitfalls  of  such  a  measure  invite  study.  Other  Brazilian  states 
have   tried  other    incentive    devices,   e.  g.,   exemptions   for  land  development. 
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the   market  for  manufactured  products  by  expanding  the  productivity  and  incomes 
of  agricultural  workers  generally.  10/ 

Any  system  of  taxation  placing  heavy  emphasis  on  net  wealth  or  on  property 
or  land  values  rather  than  on  income  from  the  land  (i.e.,  on  productive  capacity 
rather  than  on  actual  output)  also  provides  a  stimulus  to  put  untilled  land  to  use 
or  to  upgrade  the  uses  of  undercultivated  land.  If  these  taxes  are  made  progressive, 
so  that  the  large  land  holdings  most  likely  to  be  held  idle,  are  taxed  very  heavily, 
the  stimulus  to  full  utilization  is  increased.  The  methods  of  assessment  used  can 
heighten  this  effect.  For  example,  land  values  in  Denmark  are  not  assessed 
according  to  the  actual  yield,  "but  in  relation  to  the  yield  that  could  be  obtained 
by  an  economically  sound  use  of  the  land.  The  tax  therefore  acts  as  an  incentive 
to  make  the  most  productive  use  of  land."  11/  Several  provinces  of  Argentina  tax 
land  at  progressive  rates  (rising,  for  example,  to  2.5  per  cent  in  Buenos  Aires) 
on  assessed  values  based  on  average  presumptive  income  of  land  capitalized  at 
current  interest  rates. 

D.   To   Channel  Agricultural  Resources  into  Particular  Crops 

Although  the  incentive  measures  under  this  heading  involve  a  change  in  land 
utilization,  they  are  not  designed  to  penalize  non-use  or  below-capacity  use  of 
land.  Rather,  by  taxing  or  subsidizing  particular  crops,  they  seek  to  redirect 
agricultural  effort  into  channels  which  serve  certain  aims  of  national  policy.  For 
example,  crops  which  are  a  lucrative  source  of  foreign  exchange  may  be  favored. 
Conversely,  if  food  imports  are  excessive,  measures  may  be  taken  to  stimulate 
production  of  food  crops  for  domestic  consumption.  Policies  to  change  national 
dietary  habits  may  be  facilitated  by  internal  agricultural  tax  patterns  as  well  as 
by  export  and  import  taxes. 

Countries  which  provide  different  rates  of  tax  for  different  crops  and 
different  types  of  fruit  trees  (such  taxes  being  especially  prevalent  in  the  Middle 
East)  have  a  ready-made  tool  for  the  purposes  noted  above.  Cambodia,  during 
the  period  between  the  two  world  wars,  exempted  mulberry  trees  from  the  land 
tax  as  a  stimulus  to  silk  culture.  Chile  discourages  domestic  consumption  of 
wine  by  special  penalty  taxes  on  newly  planted  vineyards.  Some  countries  give 
especially  favorable  treatment  to  crops  which  take  many  years  to  mature.  Special 
forest  crop  taxes  are  an  illustration  of  this  incentive  device.  Some  of  the  Brazilian 
states  have  rather  detailed  provisions  for  special  exemptions  or  reductions  for 
land  planted  to  such  specified  crops  as  fruit,  wheat,  and  forage  crops;  for  land  to 
be  reforested;  and  for  land  used  for  raising  of  high-grade  livestock. 


10/  Report  of  a  Mission  of  the  International  Bank  for  Reconstruction  and  Develop- 
ment, The  Basis  of  a  Development  Program  for  Colombia  (^Washington,  D.  C, 
1950),  p.  386. 

11/  See  Progress  in  Land  Reform,  Analysis  of  Replies  by  Governments  to  a  United 
Nations  Questionnaire,  op.  cit.,  p.  265. 
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The  use  of  export  and  import  taxes,  of  multiple  exchange  rates,  and  of 
direct  subsidies  to  redirect  agricultural  production  is  also  fairly  widespread. 
The  protective  function  of  import  duties  is  of  course  well  known.  Discriminating 
export  taxes  and  multiple  exchange  rates  may  also  influence  production  patterns. 
For  example,  Venezuela  stimulates  the  growing  of  cacao  and  coffee  by  an  exchange 
subsidy,  i.e.,  by  paying  more  than  the  free  buying  rate  for  foreign  exchange 
realized  through  exports  of  these  products.  Variations  in  the  rate  of  export  tax 
on  coffee  in  such  countries  as  Haiti  and  Brazil--low  rates  for  the  high  grades  and 
high  rates  for  the  low  grades- -provide  a  substantial  incentive  to  improve  the 
quality  of  coffee  grown  and  delivered.  Prices  paid  by  state  marketing  boards 
for  rice,  cacao,  and  other  commodities  can  have  similar  effects  through  gradations 
according  to  quality. 

E.   To  lm prove  Conditions  of  Land  Tenure 

The  use  of  taxation  to  promote  changes  in  land  tenure  is  the  subject  of  the 
next  paper  in  this  volume.  Therefore,  only  a  brief  review  is  presented  here. 
Although  the  survey  of  the  replies  to  the  United  Nations  land  reform  question- 
naire concludes  that  "so  far  as  measures  to  transfer  ownership  are  concerned, 
it  would  seem  that  little  use  has  been  made  of  taxation  as  an  integral  part  of  land 
reform  policy/'  a  surprising  array  of  tax  measures  with  "land  reform"  objectives 
has  been  employed  by  one  country  or  another. 

1.   Measures     to     Break    up    Large    Estates    or    Discourage     Accumulation 

Measures  which  seek  to  discourage  accumulation  of  large  land  holdings  or 
break  up  those  that  exist  take  the  form  of  both  specific  disincentive  taxes  and 
progressive  taxes  which  fall  heavily  on  bigness.  Examples  of  the  specific  dis- 
couragement to  accumulation  are  the  taxes  on  absentee  landlords  levied  in  Argen- 
tina, New  Zealand,  Taiwan,  and  Australia.  Levying  of  land,  property,  income,  and 
net  worth  taxes  on  a  progressive  scale  with  exemptions  and  substantial  graduation 
of  rates-- such  systems  being  used  in  an  increasing  number  of  underdeveloped 
economies- -may  have  very  substantial  effects  in  motivating  the  subdivision  of 
large  holdings  into  smaller  farms.  New  Zealand  enacted  such  a  tax  in  1936 
explicitly  to  encourage  such  subdivision.  However,  as  in  many  other  countries, 
the  substantial  increase  in  prices  and  farming  income  reduced  the  land  tax  to  a 
smaller  and  smaller  proportion  of  income,  consequently  blunting  the  effect  of  its 
graduation.  Steeply  progressive  death  duties  may  force  owners  to  dispose  of  part 
of  their  holdings  in  order  to  meet  the  tax  liabilities  at  death.  This  is  said  to  have 
occurred  in  the  United  Kingdom. 

Land  value  increment  taxes  or  capital  gains  taxes  designed  to  deter  specu- 
lation (see  category  F  below)  may  also  reinforce  a  policy  designed  to  promote 
small  and  separately  owned  land  holdings.  The  holding  of  land  for  speculative 
purposes  is  especially  attractive  to  the  wealthier  persons  who  are  likely  to  become 
large  landholders.  Stiff  taxes  on  speculative  gains  tend  to  discourage  such  accumu- 
lation. 
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2.     Measures  to  Promote  Certain  Forms  of  Ownership 

Whether  land  reform  involves  the  breaking  up  of  large  estates  or  not,  the 
vesting  of  ownership  rights  in  the  peasant  or  small  cultivator  or  in  some  cooper- 
ative organization  representing  him  is  everywhere  recognized  as  an  integral  part 
of  the  program.  Special  tax  exemption  or  tax  reduction  for  a  period  of  years  after 
the  cultivator  acquires  title  is  one  device  applied  in  this  context.  Another  is  to  tax 
rents  more  heavily  than  owner  incomes  under  an  income  tax.  Brazil  has  a  standing 
exemption  under  its  federal  constitution  which  exempts  from  rural  land  tax  any 
holding  not  exceeding  20  hectares  if  the  owner  cultivates  it  alone  or  solely  with 
the  aid  of  his  family,  and  owns  no  other  real  estate.  Preferential  treatment  or  tax 
exemptions  for  homestead  farms  in  a  dozen  or  more  states  of  the  United  States 
have  similar  objectives.  A  number  of  countries  --  for  example,  Czechoslovakia, 
India,  and  Yugoslavia  --  give  special  tax  exemptions  or  reductions  to  farms  which 
are  operated  cooperatively. 

The  promotion  of  consolidation  of  scattered  holdings  is  also  attempted  in 
some  countries,  e.  g.,  by  exemptions  from  registration  fees  and  stamp  duties  in 
the  case  of  exchanges  of  land,  as  provided  by  India  and  Belgium. 

F.  To  Discourage  Land  Speculation 

Tax  measures  to  prevent  or  deter  speculation  in  land  have  been  used  in  a  \ 
number  of  countries  (a)  to  encourage  active  rather  than  passive  use  of  land;  (b) 
to  help  discourage  large  accumulations  of  land;  and  (c)  for  the  ethical  purpose  of 
preventing  unwarranted  gains  derived  either  from  economic  development  or  from 
inflation.  For  example,  Denmark  and  Portugal  levy  highly  progressive  land  value 
increment  taxes  at  the  time  of  transfer.  The  base  in  Portugal  is  that  part  of  the 
increase  in  land  value  which  is  not  due  to  labor  or  capital  investment.  Taiwan 
has  enacted  but  apparently  not  put  into  force  a  similar  tax,  which  provides  that  the 
tax  shall  be  levied  either  at  the  time  of  transfer  or  when  the  increment  has 
existed  for  ten  years. 

Inclusion  of  capital  gains  as  income  under  income  taxes  or  the  imposition 
of  a  special  capital  gains  tax  would  also  have  deterrent  effects  on  land  speculation. 
The  International  Bank  mission  to  Colombia,  for  example,  advocated  a  special 
scheme  of  capital  gains  taxation  which  would  differentiate  between  long-term  and 
short-term  investments,  penalizing  the  latter.  The  mission  recommended  that 
gains  be  divided  into  various  categories,  with  capital  gains  from  unimproved  land 
being  taxed  at  a  particularly  high  rate  relative,  for  example,  to  gains  from  sales 
of  industrial  plants.  The  capital  gains  tax  might  be  restricted  to  gains  from  sales 
of  land  by  making  it  a  transfer  tax  on  land  sales,  its  rate  varying  according  to  the 
size  of  the  profit  and  the  length  of  time  the  land  is  held. 

G.  To  Alter  the  Relationship  Between  Agricultural  and  Other  Sectors 

Although  the  influence  of  taxation  on  the  relation  between  the  agricultural 
and  non-agricultural  sectors  of  the  economy  is  mainly  a  function  of  the  relative 
levels  of  taxation  and  flows  of  government  expenditures  as  between  the  two, 
incentive  effects  of  taxation  will  also  affect  the  relationship.   It  is  frequently  argued 
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that  existing  redundant  labor  on  farms,  or  labor  which  is  made  redundant  by 
technological  and  capital  improvements,  constitutes  the  primary  source  of  capital 
formation  from  domestic  sources  in  underdeveloped  countries.  The  nub  of  the 
problem,  of  course,  is  not  only  to  provide  work  opportunities  for  such  surplus 
labor  outside  of  the  immediate  farm  economy  but  also  to  wrest  from  the  agricul- 
tural producer  the  food  they  formerly  consumed  as  members  of  the  farm  com- 
munity. 

To  implement  such  a  policy  through  fiscal  measures  calls  for  a  Spartan 
regimen  of  agricultural  taxation  as  a  whole,  combined  with  careful  structuring  to 
tap  the  economic  surpluses  which  may  exist  in  the  agrarian  sector,  especially 
in  the  hands  of  landlords.  But  incentive  taxation  may  also  have  a  role  to  play  here. 
As  De  Vries  has  pointed  out,  the  pull  of  factory  employment  opportunities  is  not 
necessarily  sufficient  to  lure  surplus  workers  from  the  farms.  12/  This  suggests 
that  if  a  tax-push  could  be  devised  to  supplement  the  job-pull,  it  might  be  a 
valuable  adjunct  to  a  labor  transfer  policy.  The  Union  of  South  Africa's  poll  tax 
on  the  native  population  (if  on  every  adult  male)  exerted  such  a  tax-push.  Possibly 
a  special  capitation  tax  on  farmers  (payable,  if  necessary,  in  labor  services  on 
public  projects  so  that  the  capital -forming  potential  of  surplus  farm  labor  would 
not  be  lost)mightbeusedfor  this  purpose.  The  administrative  and  equity  problems 
of  such  a  measure  would  be  formidable. 

The  need  for  larger  flows  of  agricultural  output  to  non-farm  markets,  though 
accentuated  by  movements  of  surplus  labor  off  the  farm,  is  a  long  standing  problem 
in  many  underdeveloped  economies.  Inadequate  productive  capacity  in  agriculture 
may  well  be  at  its  core.  But  with  any  given  capacity,  there  remains  the  problem  of 
(a)  getting  the  cultivator  off  of  a  subsistence  farming  basis  and  onto  a  commercial 
crop  basis;  and  (b)  getting  him  to  deliver  more  of  his  produce  to  the  non-farm 
market.  Where  alternative  uses  of  land  are  rather  readily  possible,  the  imposition 
of  agricultural  produce  taxes  in  cash  rather  than  in  kind  is  sometimes  advocated 
as  a  means  of  stimulating  a  shift  in  production  from  subsistence  crops  to  cash 
crops.  Where  the  problem  is  to  obtain  delivery  of  existing  agricultural  outputs  to 
the  market,  a  switch  from  at-the-market  assessment  to  on-the-farm  assessment 
of  produce  taxes  may  remove  an  important  barrier.  As  mentioned  earlier,  the 
African  head  tax  has  also  been  used  to  stimulate  additional  cash-crop  output  and 
enlarged  market  deliveries. 

Moving  one  stage  away  from  the  farm  producer  to  the  processor  of  farm 
products,  one  finds  that  some  countries  provide  tax  incentives  for  the  establish- 
ment of  domestic  agricultural  processing  industries.  For  example,  Egypt  recently 
abolished  its  excise  duties  on  locally  produced  yarns  and  textiles  in  order  to 
encourage  the  domestic  ginning  and  weaving  industries. 


2/  De  Vries,  Egbert,  "Financial  Aspects  of  Economic  Development,"  in  United 
Nations,  Formulation  and  Economic  Appraisal  of  Development  Projects,  Vol. 
I  (1951),  p.  276.  The  specific  example  was  of  a  sugar  factory  placed  in  a  sur- 
plus-labor rural  area  in  Indonesia,  where  higher  wages  and  free  transportation 
failed  to  draw  the  surplus  labor  into  the  factory. 
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Turning  to  more  generalized  tax  incentive  measures  which  affect  the  agricul- 
turist as  consumer  and  saver  rather  than  as  producer,  one  occasionally  encounters 
proposals  for  stimulation  of  savings  via  general  consumption  taxes,  exemption  of 
savings   under  the   income   tax,   or  forced  loans.    For  example,  Nurkse  suggests: 

"For  the  sake  of  the  incentive  to  save,  taxation  should  not  be  on  personal 
income,  but  rather  on  expenditure.  As  it  is,  some  taxation  is  always  levied 
on  expenditure  through  excise  and  other  indirect  taxes,  which  usually  bulk 
large  in  the  fiscal  systems  of  underdeveloped  countries,  but  the  proposals 
for  a  comprehensive  tax  on  personal  consumption  expenditure  in  place  of 
personal  income  tax  may  be  worth  reconsidering.  The  same  effect  might  be 
obtained  to  some  extent  by  exempting  from  the  income  tax  that  part  of  a  man's 
income  which  he  saves  .  .  .  .All  this  is  liable,  however,  not  only  to  administra- 
tive difficulties  but  also  to  objections  of  principle."  13/ 

H.   General  Observations 

Having  reviewed  the  nature  and  uses  of  taxation  as  an  incentive  device  in 
agricultural  development,  one  should  before  going  further  record  certain  general 
observations     and     preliminary     impressions     that     grow    out    of    such  a  review. 

First,  as  one  surveys  the  tax  devices  as  a  whole,  other  groupings  of  these 
devices  emerge.  For  example,  one  type  of  measure  seeks  to  remove  tax  disincen- 
tives to  desired  activity  (e.  g.,  by  substituting  flat  taxes  on  land  area  or  value  for 
produce  or  income  taxes  which  vary  with  the  size  of  output);  another  erects  tax 
barriers  to  undesirable  activities  (e.  g.,  by  imposing  penalty  taxes  on  profits 
from  land  speculation,  on  absentee  ownership,  and  on  idle  land  holdings);  a  third 
creates  positive  incentives  via  tax  rewards  for  desirable  activities  (e.  g.,  by  ex- 
empting above-normal  production  from  land  income  taxes,  exempting  structures 
and  improvements  from  land  value  taxes,  reducing  tax  rates  for  preferred  crops). 

Another  grouping  might  distinguish  between  the  over-all  and  the  directional 
incentive  effect.  For  example,  the  over-all  effects  of  land  value  or  land  area  taxes 
on  total  effort  and  risk-taking  tend  to  be  superior  to  those  of  land  produce  or  land 
income  taxes  (since  the  discouraging  effects  related  to  marginal  tax  rates  are 
minimized  relative  to  the  stimulating  effects  associated  with  average  tax  rates). 
Directional  measures  are  those  which  specifically  reward  designated  desirable 
activities  with  lower  tax  rates  or  penalize  undesired  activity  with  surtaxes  or 
higher  rates. 

Second,  there  is  considerable  evidence  to  suggest  that  developing  agricultural 
countries  in  many  parts  of  the  world  (especially  in  Latin  America)  take  incentive 
taxation  seriously  in  application  to  agriculture.  Both  the  countries  themselves 
and  their  technical  assistance  advisers  have  been  ingenious  in  devising  incentive 
tax    measures,    and    many    of  these  have   been  enacted  into  law.   To  be  sure,  one 

13/  Nurkse,  Ragnar,  Problems  of  Capital  Formation  in  Underdeveloped  Coun- 
tries fl953),  p.  146.  Nurkse  is  also  attracted  by  forced  loans  which  he  feels 
would    have    less    of    an    adverse    effect  on  the  incentive  to  work  than  taxes. 
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might  argue  that  "in  a  world  as  large  and  diversified  as  ours,  one  can  find  at  least 
one  or  two  examples  of  almost  anything."  Yet,  the  tax  measures  enacted  directly 
for  incentive  purposes,  or  at  least  with  strong  incentive  overtones,  are  sufficiently 
impressive    in    both    numbers    and    variety    to    rule   out  such  cavalier  dismissal. 

One  is  also  struck  with  the  evidence  suggesting  that  taxes  have  aroused 
considerably  more  interest  as  an  agricultural  incentive  device  in  the  less  developed 
than  in  the  more  advanced  economies  of  the  world  (though  the  latter  probably  make 
more  use  of  other  fiscal  devices  such  as  subsidies).  In  trying  to  account  for  this 
interest  in  the  face  of  the  factors  (discussed  in  Section  II  below)  which  seem  to 
restrict  the  scope  for  tax  incentive  devices,  one  should  consider  these  possible 
explanations:  (a)  perhaps  there  is  greater  ferment,  flexibility,  and  willingness  to 
experiment  in  the  tax  field,  growing  out  of  a  self-conscious  attempt  to  accelerate 
economic  development;  (b)  perhaps  tools  alternative  to  taxation  are  even  less 
available  or  less  effective  in  underdeveloped  than  in  developed  countries;  (c) 
perhaps  their  economic  problems  in  agriculture  are  more  peculiarly  of  a  type  that 
will  respond  to  tax  action  than  those  in  more  advanced  economies. 

Third,  not  uncommonly,  tax  devices  which  countries  may  enumerate  or 
describe  in  reply  to  written  inquiries  and  questionnaires  turn  out,  on  closer 
inspection,  to  be  statutory  declarations  of  intent  rather  than  operative  parts  of  the 
tax  mechanism.  In  fact,  all  too  little  is  known  about  the  translation  of  law  into 
practice  in  this  field.  In  other  words,  tax  incentive  devices  may  play  a  considerably 
more  muted  role  in  agricultural  development  than  a  catalogue  of  statutory 
provisions  suggests.  Similarly,  the  range  of  experiences  one  may  draw  upon  to 
test  the  practical  potential  of  tax  incentive  devices  may  be  more  limited  than 
appears  on  the  surface.  This  underscores  the  need  for  further  probing,  perhaps 
with  the  aid  of  field  investigations,  to  identify  gaps  between  law  and  practice  be- 
fore programming  extensive  research  in  this  area  of  agricultural  incentive  taxa- 
tion. 

Fourth,  a  brief  examination  of  the  various  incentive  tax  measures  suggests 
(though  it  does  not  prove)  that  many  countries  have  adopted  them  on  an  ad  hoc 
basis  rather  than  carefully  integrating  them  in  a  consistent  economic  and  social 
program.  Possibilities  of  clashes  and  inconsistencies  on  economic  grounds  alone 
are  substantial.  A  common  example  is  that  of  land  reform  programs,  sometimes 
including  tax  measures,  which  seek  to  break  up  large  (and  often  efficient)  productive 
units  in  the  process  of  converting  tenants  into  land  holders.  Some  countries  have 
turned  to  cooperative  farming  to  reconcile  large-scale  operations  with  small- 
scale  ownership.  Also,  there  may  be  clashes  between  economic  and  equity  con- 
siderations. This  is  particularly  true  with  respect  to  the  choice  between  taxes 
geared  to  net  income  or  net  produce  and  taxes  based  on  area  or  land  value. 
Reconciliations  of  objectives  along  the  lines  suggested  under  heading  I,  A,  above, 
or  by  converting  a  land  value  or  property  tax  into  a  net  worth  tax  with  exemptions 
and  progressive  rates  may  be  beyond  the  administrative  capacities  of  under- 
developed   countries    (and    for    that    matter,    also    of  many  developed  countries). 

Fifth,  coordinated  economic  policy  calls  for  careful  integration  of  incentive 
effects,  related  primarily  to  the  form  and  structure  of  taxes,  with  income  effects, 
related   primarily   to   the  level  of  taxation.    First,  direct  conflicts  may  occur.  For 
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example,  it  has  been  shown  that  a  land  value  or  property  tax,  even  if  based  on  net 
worth  and  levied  at  progressive  rates,  may  be  attractive  from  an  incentive  point 
of  view  in  a  setting  of  underdevelopment.  Yet,  the  income  effect  of  such  taxes 
would  be  inferior  to  those  of  a  progressive  income  tax,  the  yield  of  which  expands 
automatically  as  an  economy  develops,  thereby  permitting  the  capital  formation 
process  to  feed  on  itself  and  nourish  further  economic  development. 

Second,  even  where  there  is  no  conflict  between  incentive  and  income  con- 
siderations, it  may  be  necessary  or  advisable  to  supplement  one  type  of  measure 
with  the  other.  For  instance,  if  the  general  level  of  taxation  is  so  low  as  to  be 
ineffective  in  containing  inflationary  pressures,  such  incentive  devices  as  penalty 
taxes  on  land  speculation  may  prove  to  be  merely  a  light  tap  on  the  wrist,  as  has 
apparently  been  the  case  in  some  South  American  countries.  If  the  more  general 
solution  of  higher  levels  of  taxation  is  not  adopted,  heavier  penalty  taxes  on 
speculative    gains  will  be   needed  to   accomplish  the  desired  disincentive  result. 

A  third  type  of  relationship  between  incentive  and  income  effects  is  illustrated 
in  the  use  of  taxes  to  implement  policies  designed  to  move  surplus  labor  out  of 
agriculture,  or  to  increase  rural  savings.  In  both  cases,  incentive  tax  devices  may 
prove  to  be  either  unworkable  or  ineffective  in  underdeveloped  economies  (head 
taxes  in  certain  primitive  economies  apparently  being  an  exception);  to  achieve 
the  desired  ends  may  be  possible  only  by  restricting  consumption  and  generating 
compulsory  savings  through  increases  in  the  general  level  of  taxation. 

Sixth,  the  use  of  taxation  for  incentive  purposes  in  the  agricultural  sector 
presupposes  a  great  deal  about  (a)  the  nature  of  the  incentives  which  govern 
agricultural  activity  in  the  countries  in  question;  (b)  other  aspects  of  the  insti- 
tutional setting,  (e.  g.,  the  character  of  tax  administration,  nature  of  marketing 
facilities);  and  (c)  the  appropriateness  and  effectiveness  of  taxation  as  a  tool  of 
incentive  policy  in  preference  to  subsidies,  government  direct  controls,  or  other 
forms  of  governmental  intervention.  Offical  reports  and  other  literature  on  the 
subject  say  surprisingly  little  about  the  administrative  difficulties  of  applying 
the  measures  in  question  or  about  the  effectiveness  of  tax  policies  in  achieving 
the  stated  incentive  ends.  Except  for  occasional  statements  that  some  policies 
were  not  particularly  effective  (for  example,  the  Commonwealth  unimproved  land 
tax  in  Australia  as  an  incentive  to  subdivide  landholdings)  or  that  they  were 
blunted  or  negated  by  inflation,  relatively  little  judgment  or  evidence  is  presented 
on  the  success  or  failure  of  these  policies.  The  discussion  which  follows  probes 
further  into  these  factors. 

II.  Prerequisites  For  Successful  Operation  of  Tax  Incentive  Devices 

Are  the  conditions  in  the  less  developed  countries  favorable,  not  merely  to 
the  enactment  of  incentive  tax  measures  (which  they  apparently  are  in  many  coun- 
tries), but  to  the  successful  operation  of  such  measures,  once  enacted?  This, 
in  turn,  leads  to  the  question:  What  are  the  conditions  precedent  to  success,  and 
to  what  extent  are  they  met?  This  question  obviously  cannot  be  answered  broad- 
side for  all  countries,  all  tax  incentive  measures,  and  all  classes  of  agricultural 
producers.  Careful  study  is  necessary  to  determine  the  potential  of  particular 
devices    in    their    specialized    applications   and   settings.    But  it  may  be  useful  to 
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record  here  a  few  observations  on  the  general  nature  of  the  conditions  that  must 
be  satisfied  before  tailor-made  tax  measures  can  be  effective  in  stimulating 
increases  in  agricultural  productivity  per  unit  of  land  and  labor,  fuller  use  of 
agricultural  resources,  and  desired  reallocations  of  such  resources. 

Among  the  barriers  to  effective  operation  of  incentive  tax  measures  which 
may  be  encountered  in  underdeveloped  countries  are:  weakness  of  the  profit 
motive;  failure  of  the  rewards  for  productive  effort  to  flow  to  those  who  make  the 
effort;  ignorance  of  techniques  and  tools  with  which  to  take  advantage  of  the 
financial  rewards  offered;  such  low  levels  of  taxation  that  tax  penalties  or  rewards 
do  not  enter  significantly  into  the  farmers'  economic  calculations;  lack  of  credit 
and  marketing  facilities. 

A.  The  Role  of  the  Profit  Motive 

Since  tax  incentives  operate  through  the  system  of  financial  or  material 
rewards  or  penalties,  the  question  of  the  strength  of  the  profit  motive  and  its 
relative  role  in  the  value  systems  of  the  societies  in  question  is  basic  in  appraising 
the  scope  for  incentive  devices.  14/  Although  our  information  and  understanding  on 
the  incentives  which  guide  economic  activity  in  underdeveloped  countries  are 
probably  even  less  adequate  than  our  knowledge  of  comparable  incentives  in  the 
advanced  economies,  it  is  widely  agreed  that  the  drive  for  profit,  for  material 
gain,  plays  a  less  important  role  in  the  scheme  of  things  in  underdeveloped 
countries  than  in  the  Western  capitalist  countries.  This  is  not  to  deny  that  there 
is  a  drive  for  material  self-betterment,  latent  or  active,  in  all  peoples.  The  point 
is,  rather,  that  this  drive  takes  such  forms,  or  is  hemmed  in  by  such  barriers, 
or  has  horizons  so  limited  by  custom  or  ignorance  that  it  may  be  extremely 
difficult  to  influence  it  one  way  or  another  by  taxation.  The  question  of  the  nature 
and  strength  of  the  profit  motive  in  underdeveloped  countries  has  been  the  subject 
of  marked  differences  of  opinion. 

One  aspect  on  which  there  is  relatively  little  disagreement  concerns  the 
differences  in  dominant  motivations  under  different  systems  of  agricultural 
organization  and  land  tenure.  Where  agriculture  is  organized  into  large  plantations 
operated  by  professional  managers,  these  plantations  fit  rather  closely  into  the 
profit-motivated  corporate  sector  of  the  economy,  which  has  been  observed  to 
take  on  a  capitalist  or  Western  look  rather  readily.  Such  agricultural  undertakings 
are  undoubtedly  guided  by  considerably  different  motivations  and  incentives  than 
owner-cultivated  small-plot  agriculture,  which  is  bound  more  tightly  by  custom, 
tradition,  family  "way  of  life,"  and  the  like.  Where  landlords  own  large  tracts 
of  land  but  farming  is  on  a  small-plot  basis,  an  intermediate  situation  may  occur 
in  which  the  prospect  of  higher  profits  through  increases  in  output  fails  to  motivate 
agricultural  improvement  because  (a)  the  landlord  is  satisfied  with  the  income  he 
can   realize   through  exploitative   rents   and   interest  charges,  while  (b)  the  tenant 


14/  On  motivation  and  value  systems  in  underdeveloped  countries,  much  illuminat- 
ing material  can  be  found  in  the  new  journal,  Economic  Development  and 
Cultural  Change,  published  since  1952  by  the  Research  Center  in  Economic 
Development  and  Cultural  Change,  University  of  Chicago. 
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fails   to   respond   either  because   he  does  not  get  a  sufficient  share  of  the  fruits  of 
his  additional  labors  or  because  he  is  bound  by  custom  and  habit. 

Those  who  judge  the  profit  motive  to  be  weak  or  ineffective  in  underdeveloped 
countries  appear  to  do  so  on  two  quite  different  grounds.  In  one  case,  the  latent 
urge  for  material  gain  is  held  to  be  very  similar  to  that  in  advanced  countries 
but  is  thought  to  be  buried  under  such  an  overburden  of  ignorance  and  custom  that 
it  does  not  rise  to  the  surface.  Removal  of  these  barriers  will  bring  the  profit 
motive  out  in  substantial  or  full  strength.  An  opposing  view,  as  expressed  by 
Duesenberry,  denies  that  all  that  is  required  is  "to  sweep  away  the  barriers  to 
entrepreneurial  activity  and  human  nature  would  take  care  of  the  rest."  He  grants 
that  "the  desire  for  the  hedonistic  satisfactions  is  a  considerable  spur  to  economic 
activity"  but  denies  that  the  drive  to  improve  the  standard  of  living  is  a  basic  aspect 
of  human  nature.  It  is  uniquely  strong  in  Western  society.  He  says,  "Thus  the 
'profit  motive'  is  not  in  a  basic  sense  a  motive  at  all  but  is  instead  the  mode  of 
expression  of  the  'occupational  success  motive*  which  in  turn  is  based  on  (l)  the 
fundamental  motives  of  self-respect  and  social  recognition,  (2)the  fact  that  in  our 
society  occupational  success  is  so  important  to  self-respect  and  social  recogni- 
tion." 15/  In  this  view,  the  fact  that  a  high  income  is  not  merely  a  source  of  material 
comfort  but  constitutes  the  route  to  increased  esteem  in  the  eyes  of  one's  fellow 
man  differentiates  Western  society  from  all  others. 

Observations  on  various  non-Western  cultures  which  support  the  one  view 
or  the  other- -or  even  a  third  view  that  the  profit  motive  is  already  very  strong 
or  predominant  in  those  cultures- -may  be  found  in  many  studies  of  the  world's 
less  developed  areas.  Indonesia  seems  to  offer  an  example  of  a  society  in  which 
non-economic  motives  are  extraordinarily  strong.  The  preservation  of  inter- 
personal harmony  appears  to  be  of  first  importance,  even  at  the  sacrifice  of 
economic  advantage.  The  examples  De  Vries  cites  of  surplus  farmlaborers  re- 
fusing to  work  at  good  wages  in  a  sugar  factory  is  another  case  in  point  with 
respect  to  Indonesia.  He  observes,  "these  people  had  an  evaluation  of  their  work, 
their  income  and  consumption,  quite  different  from  what  we  normally  think.  We 
think  that  if  you  work  harder  and  you  earn  more,  you  can  consume  more,  and  that 
is  the  end  of  it.  But  these  people  reasoned  that  the  food  they  took  was  like  the  gas 
for  an  engine  and  it  is  no  use,  if  your  extra  power  is  worth  no  more  than  the  extra 
gas  you  need.  So  there  are  really  on  different  matters  a  number  of  cases  where 
money  calculation  does  not  work,  because  the  translation  of  sacrifices  and  benefits 
into  money  is  different."  16/ 

Ellsworth  is  impressed  with  the  weakness  of  economic  motivation  in  Ceylon. 
Agricultural  development  programs  are  beset  with  social  and  cultural  obstacles. 
"The  Ceylonese  peasant  is  notoriously  conservative  and  guided  by  tradition;  he 
dislikes  change  and  is  not  easily  moved  by  economic  considerations  to  alter  his 
customary  ways,   being  far  from  an  'economic  man'  in  the  Western  sense.   Pride 

15/  Duesenberry,  James  S.,  "Some  Aspects  of  the  Theory  of  Economic  Develop- 
ment," reprinted  from  Explorations  in  Entrepreneurial  History,  Vol.  Ill, 
No.  2,  p.  10. 

16/   De  Vries,  op.  cit.,  p.  276. 
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in  doing   a  job  well  for  its  own  sake  or  a  spirit  of  workmanship  is  scarcely  one  of 
his   traits;    he    is    satisfied   if  he   performs  according  to  established  routines."  17/ 

Considerable  opinion  and  some  evidence  can  also  be  found  on  the  other  side 
of  the  question,  namely,  that  the  profit  motive  will  quickly  show  itself  when  it  is 
freed  from  the  barriers  of  tenancy  systems,  low  fixed  prices,  and  the  like.  Re- 
sponses of  agricultural  production  in  some  countries  to  price  increases  and  to 
shifts  from  tenancy  to  ownership  status  lend  support  to  this  view.  Operation  of  the 
price  incentive  is  illustrated  by  De  Vries  as  follows,  "The  cocoa  on  the  west 
coast  of  Africa  and  the  rubber  in  Malaya,  Sumatra,  and  Borneo  have  developed  in  a 
very  short  period  in  a  tremendous  way,  because  of  the  feeling  of  the  farmers  that 
the  price  was  attractive  as  against  the  price  of  foodstuffs,  and  the  market  un- 
limited. "  If  the  peasant's  terms  of  exchange  are  "not  sufficiently  attractive,  you 
will  not  find  a  rapid  development,  and  vice  versa."  With  respect  to  the  Arab 
peasants  who  did  not  emigrate  from  Israel  after  that  country  was  formed,  De  Vries 
notes  that  "because  the  foodstuffs  which  they  produced  had  a  practically  unlimited 
market  with  the  great  influx  of  Israelis  in  that  country,  their  production  trebled  in 
a  few  years'  time."  18/ 

With  respect  to  changes  in  land  tenure,  T.  W.  Schultz  says,  "Ownership  has 
often  turned  sand  into  gold.  There  are  numerous  studies  comparing  farm  owners 
and  nonowners  which  show  clearly  how  powerful  is  the  incentive  to  improve  a 
parcel  of  land,  a  piece  of  property,  by  investing  in  it  labor  and  savings,  when  it 
belongs  to  the  cultivators."  19/  While  the  incentives  associated  with  ownership  go 
well  beyond  the  profit  motive,  this  motive  is  assumed  to  play  a  dominant  role  in 
the  picture.     

17/  Ellsworth,  P.  T.,  "Factors  in  the  Economic  Development  of  Ceylon,"  American 
Economic  Review  (May  1953),  p.  117.  On  cultural  impediments  to  develop- 
ment, see  also  Wignaraja,  Ponna,  "Some  Reflections  on  Rational  Policy  for 
Economic  Development  in  Underdeveloped  Areas,"  Economic  Development  and 
Cultural  Change,  Vol.  II,  pp.  109-119,  esp.  p.  114.  Also  in  Vol.  II,  pp.  161-178, 
see  Levy,  Marion  J.,  Jr.,  "Contrasting  Factors  in  the  Modernization  of  China 
and  Japan." 

18/  De  Vries,  "Mobilization  of  Domestic  Capital  and  Foreign  Loans  for  Agricul- 
ture," Proceedings  of  the  International  Conference  on  Agricultural  and 
Cooperative  Credit  (1952),  Vol.  1,  p.  316.  This  view  is  also  expressed  by 
Efferson,  J.  Norman,  in  The  Market  Outlook  and  Prospective  Competition 
for  United  States  Rice  in  Asia,  the  Near  East,  and  Europe,  Foreign  Agricul- 
tural Report  No.  35,  U.  S.  Department  of  Agriculture  (Washington,  D.  C,  1949) 
where  he  says,  "In  some  of  the  deficit-rice  countries  of  Asia.  .  .where  the 
producer  has  been  paid  higher  prices  with  the  increased  demand  for  rice,  the 
indications  are  that  the  Asiatic  farmer  is  just  like  the  farmer  in  any  other  part 
of  the  world;  when  prices  go  up,  he  expands  production;  when  prices  go  down, 
he  cuts  it." 

19/  Schultz,  T.  W.,  The  Economic  Organization  of  Agriculture  (1953),  p.  319. 
(Reprinted  by  permission  of  McGraw-Hill  Book  Company,  Inc.)  Studies 
dealing  with  the  responses  of  cultivators  to  the  change  in  status  from 
tenant  to  owner  include,  for  example,  one  by  Hewes,  Laurence  I.,  Jr.,  Japanese 
Land   Reform   Program,    Supreme   Command,    Allied   Powers,  Report  No.  127 
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From  the  foregoing,  it  is  clear  that  no  consensus  exists  on  the  strength 
of  the  profit-maximizing  motive  or  of  the  drive  for  material  gain  in  underdeveloped 
economies.  The  relative  potency  of  such  motives  will  undoubtedly  have  much  to  do 
with  the  effectiveness  of  tax  incentive  measures.  Yet,  the  fact  that  they  may  be 
subordinate  to  other  motivations  does  not  necessarily  make  the  use  of  tax  incentive 
devices  unwise  or  undesirable.  Granting  that  "irrationalities"  engendered  by  igno- 
rance and  slavish  addiction  to  custom  and  tradition  may  interfere  with  the  operation 
of  the  profit  motive,  and  granting  that  the  latter  may  have  a  rather  low  rating  in 
any  particular  society's  scale  of  social  values,  one  may  still  posit  this  thesis:  that 
as  between  two  alternative  courses  of  action  in  which  all  other  factors  are  equal, 
the  more  profitable  one  is  likely  to  attract  greater  effort  and  risk-taking  than  the 
less  profitable  one.  So  long  as  this  is  the  case,  it  seems  sensible  to  pose  the 
question:  should  not  the  tax  system  try  to  make  the  more  desirable  activities  more 
profitable  and  vice  versa? 

B.   Other  Pre-conditions 

Although  a  number  of  the  pre-conditions  for  effective  operation  of  incentive 
devices  have  been  suggested  in  the  foregoing  discussion  of  profit  motives,  it  may 
be  useful  to  view  them  in  terms  of  an  explicit  tax  incentive  situation.  Let  us 
assume,  for  example,  that  a  specific  tax  reduction  or  exemption  is  granted  for 
irrigation  improvements  under  a  land  tax  and/or  an  income  tax.  Under  what 
circumstances  could  these  tax  incentives  be  effective  (given  effective  tax  adminis- 
tration)? 20/ 

First,  tenancy  or  ownership  rights  must  be  sufficiently  secure  that  the  re- 
wards for  making  capital  improvements  will  accrue  to  the  one  who  makes  them 
(i.e.,  to  the  individual  providing  the  labor  or  capital  for  the  investment).  In  large 
areas  of  the  Middle  East  where  title  to  land  is  extremely  uncertain  and  in  many 
parts  of  South  America  where  land  boundaries  are  not  clearly  fixed,  this  basic 
condition  is  lacking.  In  situations  where  tenants  have  little  security  (and  landlords 
little  need  for  additional  income),  the  tax  concession  to  land  improvement  may 
likewise  have  little  effect.  The  situation  in  Iraq,  which  combines  a  number  of  these 
elements,  was  described  as  follows:  "The  big  landowners  have  little  incentive  to 
invest  in  improvements,  while  in  some  areas  where  titles  are  still  unclear  or  short- 
term  leasing  occurs,  the  farmer  avoids  investment  in  land  he  may  not  be  on  long. 
Conditions  of  unrest  in  the  tribal  area  deter  outside  investment.  As  for  many 
peasants,  their  attachment  to  the  land  is  small  and  they  move  frequently.   In  other 


Footnote  19  continued 

(March  15,  1950).   Such  authorities  as  Raper,  Arthur  F.,  Williamson,  Mark  B., 

and  Ladejinsky,    Wolf  I.,   have   also   reported  evidence  that  the  shift  in  status 

increases  both  labor  efforts  and  physical  investment. 
20/   In  this  connection,  see  the  perceptive  review  of  limiting  factors  in  Measures 

for  the   Economic    Development  of  Under-Developed   Countries,   Chapter  III, 

"Pre-Conditions  of  Economic  Development." 
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words,    although    some    savings  might  be  available,  conditions  discourage  agricul- 
tural investment.  "21/ 

Second,  assuming  stability  of  tenure  and  existence  of  profit  motivation,  the 
agriculturist  must  be  subject  to  a  tax  that  is  sufficiently  heavy  to  make  relief  from 
it  a  significant  incentive.  Where  the  general  level  of  taxes  is  low  or  exemptions 
are  extensive,  this  condition  may  not  be  satisfied. 

Third,  knowledge  of  many  kinds  is  a  prerequisite,  e.  g.,  knowledge  of  the 
existence  of  the  preferential  tax  treatment,  knowledge  of  the  techniques  and  tools 
with  which  the  improvements  can  be  made,  knowledge  of  the  goods  and  services 
which  can  be  purchased  with  additional  income.  In  studies  of  several  agricultural 
communities  in  South  America,  Olen  Leonard  cites  ignorance,  custom,  and  illiter- 
acy as  overpowering  barriers  to  agricultural  improvement.  In  these  circumstances, 
educational  training  and  facilities  and  the  establishment  of  transportation  and 
communications  facilities  are  prerequisites  to  the  operation  of  other  incentives. 
In  one  of  the  studies,  Leonard  says,  "One  can  probably  say  without  exaggeration 
that  innovation  in  the  agricultural  methods  and  techniques  in  Chullpas  agriculture 
have  been  all  but  nil  since  the  introduction  of  the  oxen  by  the  Spanish  conquistadores 
400  years  ago. "22/ 

Fourth,  the  risks  and  uncertainties  must  not  be  so  great  as  to  render  the 
relationship  between  inputs  of  effort  and  risk  into  the  agricultural  enterprise 
and  the  value  product  derived  from  it  so  uncertain  and  tenuous  as  to  undermine 
the  incentive  to  additional  work.  Price  fluctuations  are  one  such  disincentive. 
Where  improvements  other  than  irrigation  are  in  question,  the  uncertainty  of 
sufficient  rainfall  may  be  the  controlling  disincentive.  The  vagaries  of  the  monsoon 
in  Southeast  Asia  are  said  to  have  this  effect  in  some  areas. 

Fifth,  either  cash  savings  must  be  possible,  or  credit  facilities  must  be 
available  to  obtain  the  tools,  machinery,  and  specialized  labor  required  for  such 
projects  as  irrigation. 

Sixth,  the  opportunity  to  market  produce  on  reasonable  terms  must  be  pro- 
vided. This  point  was  put  as  follows  in  the  United  Nations  Economic  and  Social 
Council   study,    World   Economic    Situation,    Aspects  of  Economic    Development  in 


21/   Conference   on   Agricultural   and   Cooperative   Credit,   op.  cit.,  Vol.  1,  p.  324. 

22/  Leonard,  Olen  E.,  -Canton  Chullpas  of  Bolivia,  Foreign  Agricultural  Report 
No.  27,  U.  S.  Department  of  Agriculture,  p.  69.  Two  other  studies  by  Leonard 
in  the  same  series  were  made  of  Pichilingue  in  Ecuador  and  of  Santa  Cruz  in 
Bolivia.  As  prerequisites  to  agricultural  expansion  and  development  in  Santa 
Cruz,  for  example,  Leonard  recommended:  (l)  a  land  survey  and  clear,  con- 
cise, simple  land  titles;  (2)  resettlement  of  people  from  the  large  agricultural 
valleys  in  Bolivia  to  this  underpopulated  area  on  the  Bolivian  oriente;  (3)  a 
technical  research  agency  to  improve  the  quality  of  livestock  and  agriculture; 
(4)  alleviation  of  disease  especially  of  the  intestinal  type;  (5)  public  educational 
facilities.  Taxes  were  much  too  low  to  be  considered  an  important  factor, 
except  as  an  underlying  reason  for  inadequacy  of  public  services. 
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Africa.  (E/2377,  20  March  1953,  p.  8):  "There  is  little  point  in  teaching  the  cul- 
tivator to  produce  a  surplus  which  he  cannot  dispose  of  profitably.  Therefore, 
the  rate  at  which  improved  farming  methods  can  be  developed  depends  very  largely 
on  the  rate  at  which  market  opportunities  expand.  Such  an  expansion  may  come 
about  as  the  result  of  the  mutual  interaction  of  improvements  in  transport,  market 
organization,  and  agricultural  techniques." 

In  reviewing  the  factors  which  prevent  the  expansion  of  food  supply  and  cause 
agriculture  to  stagnate  in  many  of  the  less  developed  countries,  the  United  Nations 
study,  Land  Reform,  makes  the  following  summary  observation: 

"Among  the  features  of  the  agrarian  structure  which  have  most  serious 
effects  are  the  uneconomic  size  of  farms;  the  maldistribution  of  land  owner- 
ship with  concentration  of  large  estates  insufficiently  utilized  and  the  land- 
lessness  of  a  large  part  of  the  rural  population;  the  fragmentation  of  hold- 
ings; the  high  rents  and  insecurity  of  tenure  characteristic  of  many  tenancy 
systems;  indebtedness  and  lack  of  adequate  facilities  for  the  small  farmer; 
absence  of  settled  title  to  land  and  water;  plantation  economies  which  offer 
low  wages  and  no  share  in  management  to  the  cultivators;  taxation  policies 
which  impose  undue  burdens  on  the  small  farmers  and  farm  laborers;  and 
in  general  an  unsatisfactory  set  of  incentives  for  a  rising  and  sustained 
agricultural  production. "23/ 

Although  the  foregoing  list  of  barriers  and  prerequisites  is  neither  exhaus- 
tive on  one  hand  nor  applicable  to  all  the  varied  forms  of  tax  incentives  on  the 
other,  it  indicates  that  the  prospects  for  satisfactory  responses  to  incentive 
devices  will  be  significantly,  even  conclusively,  affected  by  the  institutional 
setting  in  which  they  operate. 

III.  Conclusions  and  Research  Suggestions 

A.  Some  General  Guidelines 

1.  In  countries  which  as  a  group  are  so  overwhelmingly  dependent  on  agri- 
culture, the  goals  sought  via  tax  incentive  measures  are  basic  to  economic  develop- 
ment: increased  agricultural  productivity  and  output,  and  improved  distribution 
and  utilization  of  the  proceeds.  To  implement  policies  toward  these  ends,  policy- 
makers in  a  substantial  number  of  underdeveloped  countries  have  adopted  various 
tax  incentive  devices.  In  the  aggregate,  their  self-conscious  experiments  with 
shifts  among  tax  forms  and  adjustments  of  the  terms  of  particular  taxes  to  accom- 
plish important  economic  ends  appear  to  be  of  sufficient  scope  and  variety  to  call 
for  further  inquiry.  These  experiments  are  not  of  equal  interest  or  merit  as  sub- 
jects for  research,  and  some  will  prove  to  be  illusory  in  the  sense  of  existing  in 
law  but  not  in  practice.  Yet,  given  careful  selection  of  cases  and  careful  structur- 
ing of  research  undertakings,  it  may  well  be  possible  (a)  to  develope  reliable 
quantitative  judgments  and  some  quantitative  evidence  on  the  effectiveness  or  in- 
effectiveness of  these  measures;  (b)  to  define  more  sharply  and  explicitly  the 
prerequisites   for   success   in  the   use  of  tax  incentive  devices;  and  (c)  thereby  to 

23/   United  Nations,  Land  Reform  (195 1),  p.  89. 
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provide  underdeveloped  countries  and  their  advisers  a  sounder  basis  for  determin- 
ing   the    role   of  tax   incentives   in  economic    policy  for  agricultural  development. 

2.  Implicit  in  the  discussion  thus  far  are  two  main  approaches  to  the 
appraisal  of  the  incentive  effects  of  different  forms  of  agricultural  taxation  and  of 
the  effectiveness  of  pointed  incentive  devices.  The  first  would  define  as  carefully 
as  possible  the  conditions  precedent  to  the  successful  operation  of  tax  incentives 
and  incentive  devices;  it  would  then  seek  to  determine  whether,  or  to  what  extent, 
these  conditions  are  satisfied  in  given  situations  where  incentive  taxation  is  being 
practiced.  This  approach  could  also  take  the  form  of  specifying  the  possible 
barriers  to  successful  operation  of  tax  incentives  and  determining  whether  those 
barriers  are  present  or  absent  in  a  given  situation. 

A  second  approach,  to  be  used  hand  in  hand  with  the  first,  would  try  to  assess 
the  effects  of  the  tax  action  more  directly.  Quantitatively,  it  would  seek  to  ascer- 
tain, first,  "what  difference  it  makes,"  i.  e.,  the  size  of  the  tax  differentials 
between  doing  or  not  doing  what  the  incentive  tax  measure  seeks  to  accomplish 
(or  the  differentials  between  alternative  forms  of  taxes  applied  to  any  given  agricul- 
tural output).  Second,  the  tax  differentials  would  be  related  to  other  measures, 
such  as  the  taxpayer's  income  and  land  values,  to  aid  in  judging  their  relative 
significance  in  the  scheme  of  things.  Third,  if  this  process  yields  ratios  which  are 
large  enough  to  be  judged  capable  of  evoking  economic  responses- -and  given  an 
institutional  setting  which  does  not  rule  out  such  responses  --  one  would  seek  to 
measure  changes  in  agricultural  output,  in  type  of  land  use,  and  the  like,  and 
correlate  these  with  the  tax  changes  which  were  designed  to  induce  them.  One  need 
hardly  dwell  on  the  pitfalls  likely  to  be  encountered  in  this  process,  yet  selected 
situations  may  usefully  lend  themselves  to  such  investigation.  Fourth,  question- 
naires and  field  interviews  with  those  administering  and  complying  with  the  tax 
incentive  measures  could  be  employed  to  obtain  the  qualitative  judgments  of  those 
closest  to  the  operation  of  such  measures. 

It  might  be  argued,  of  course,  that  it  is  not  necessary  to  appraise  or  measure 
the  effects  of  incentive  tax  measures.  This  line  of  reasoning  would  say:  All  other 
things  being  equal,  why  not  put  the  tax  into  a  form  which  provides  a  monetary  in- 
centive to  additional  effort  and  investment  in  agriculture,  optimal  land  use,  and  so 
forth,  even  though  we  do  not  know  how  much  the  tax  incentives  contribute  to  these 
ends?  If  all  other  things  were  equal,  inquiry  into  economic  effects  might  appear  to 
do  little  more  than  satisfy  curiosity.  In  fact,  however,  one  needs  to  know  how  far 
taxation  does,  or  can,  go  toward  achieving  a  given  goal  and  how  much  is  left  for 
other  policies  to  accomplish;  otherwise,  the  role  of  taxation  incentives  in  agricul- 
tural development  cannot  be  sensibly  appraised.  More  important,  "other  things" 
so  often  are  not  equal,  i.e.,  the  incentive  uses  of  taxes  are  often  purchased  only  at 
a  certain  price  in  administrative  complexity,  loss  of  equity,  loss  of  revenue  and 
the  like. 

3.  This  suggests  another  focus  of  research  inquiries  into  incentive  taxation 
in  agriculture.  Studies  should  seek  not  merely  to  assess  the  effectiveness  of  these 
measures  in  obtaining  their  stated  ends,  but  should  also  appraise  the  costs  of 
achieving  these  ends.  Without  striking  such  a  balance,  the  evaluation  would  be  in- 
complete.   What   are   these  costs?    Apart   from   the    rather  obvious  administrative 
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and  compliance  costs  and,  in  some  instances,  losses  of  revenue  which  may  have  to 
be  recouped  through  inferior  tax  forms  or  higher  rates,  substantial  inroads  on  the 
equity  or  impartiality  of  a  tax  system  may  also  be  involved. 

In  this  connection,  some  of  the  costs  or  short-comings  frequently  cited  in 
connection  with  special  tax  concessions  to  industrial  enterprise  may  serve  as 
illustrations.  First,  the  indirect  subsidy  granted  by  preferential  tax  treatment 
may  be  unduly  expensive  because  the  tax  rewards  go  not  only  to  those  who  take 
the  desired  line  of  action  in  response  to  the  tax  concession  but  also  to  those  who 
would  have  taken  it  in  any  event.  Second,  where  exemptions  and  graduated  rates 
apply,  the  concession  may  offer  much  gain  to  the  upper  income  groups  and  relativ- 
ely little  gain  or  incentive  to  those  in  lower  income  groups.  Third,  tax  privileges 
granted  for  incentive  purposes  may,  especially  in  the  absence  of  careful  drafting 
and  enforcement,  be  converted  into  tax  loopholes  in  the  sense  the  taxpayers  give 
their  economic  action  the  form,  but  not  the  substance,  of  the  activity  which  is 
supposed  to  be  stimulated. 

Beyond  this,  if  the  tax  measures  in  question  interfere  with  achievement  of 
objectives  other  than  those  on  which  their  particular  sights  are  trained,  this  must 
be  counted  as  a  cost.  The  fourth  and  fifth  general  observations  in  Section  I,  H,  above, 
have  already  suggested  the  nature  of  such  costs. 

4.  It  follows  that  the  appraisal  of  tax  incentive  measures  cannot  be  under- 
taken in  a  vacuum.  These  measures  should  be  evaluated  in  terms  of  both  alterna- 
tive and  interrelated  policies  outside  the  tax  field.  The  relative  costs  and  benefits 
of  other  forms  of  government  intervention  for  achieving  the  same  ends  --  e.  g., 
subsidies  and  direct  price,  quota,  and  exchange  controls  --  should  be  taken  into 
account  in  the  analysis.  In  this  connection,  one  must  distinguish  between  tax 
measures  which  involve  no  revenue  loss  (or  even  a  revenue  increase)  and  those 
which  actually  sacrifice  revenues  in  the  process  of  achieving  their  given  incentive 
ends.  Especially  in  the  latter  case,  the  question  of  alternative  courses  of  action  is 
raised  more  acutely  since  other  measures  may  purchase  equivalent  incentive 
effects  at  lesser  financial  cost  or  greater  effects  at  the  same  cost. 

5.  Even  after  sketching  the  general  questions  to  which  research  in  this 
area  should  address  itself  and  suggesting  some  of  the  approaches  which  may  yield 
the  answers  to  these  questions,  one  still  faces  the  problem  of  selecting  particular 
countries  or  particular  incentive  tax  experiences  as  subjects  for  further  re- 
search.  Several    criteria    suggest    themselves    as    a    basis    for    such  selections. 

For  example,  country  studies  cutting  across  several  aspects  of  agricultural 
incentive  taxation  may  be  indicated  where  specific  countries  have  utilized  a 
number  of  different  tax  devices  in  their  programs  of  agricultural  development. 
For  example,  the  self-conscious  use  by  Australia  and  New  Zealand  of  a  combin- 
ation of  exemptions  for  land  improvement,  special  depreciation  provisions  for 
agricultural  investment,  and  penalty  taxes  on  certain  types  of  land  tenure  suggests 
that  they  might  serve  as  profitable  subjects  for  country  studies.  Although  they 
are  no  longer  "underdeveloped"  relative  to  most  countries  of  the  world,  the  devices 
they  have  used  in  developing  their  economies  may  be  highly  relevant  for  possible 
use  in  less  advanced  countries. 
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Where  several  countries  with  substantial  similarities  in  agrarian  structure 
have  adopted  comparable  laws  seeking  the  same  general  objectives,  comparative 
studies  may  prove  productive.  The  use  of  various  penalty  taxes  by  South  American 
countries  to  force  idle  land  into  use  and  to  discourage  undercultivation  invites 
further  examination  in  terms  of  this  criterion.  These  measures  satisfy  the  addi- 
tional criteria  of  (a)  being  highly  specific  and  sharply  focused  and  (b)  applying 
primarily  to  a  sector  in  which  the  profit  motive  is  relatively  well  developed, 
namely,  large-estate  agriculture. 

Where  countries  have  made  sweeping  changes  in  the  system  of  agricultural 
taxation  largely  on  the  basis  of  avowed  incentive  considerations  --  as  in  the  case 
of  the  Soviet  Union  in  1953  and  Yugoslavia  currently  --  closer  study  may  yield 
significant   insights   into   incentive   implications   of  alternative   forms   of  taxation. 

B.   Some  Specific  Research  Possibilities 

In  planning  research  on  tax  incentives  in  agricultural  development,  one  may 
usefully  differentiate  between  attempts  to  ascertain  and  compare  incentive  effects 
of  different  forms  of  agricultural  taxation  in  general  and  attempts  to  appraise 
specific  tax  inducements  to  desired  economic  action. 

1.    Appraisal  of  Alternative  Tax  Forms 

Prospects  for  reasonably  definitive  empirical  research  on  the  comparative 
incentive  effects  of  alternative  broad  forms  and  methods  of  taxing  agricultural 
production  seem  less  promising  than  the  prospects  for  such  research  in  the  case 
of  specific  incentive  devices.  One  cannot  expect  to  isolate  and  measure  the  effects 
of,  say,  a  net  income  tax  versus  a  gross  produce  tax  or  land  tax  on  labor  and 
investment  inputs  and  agricultural  outputs.  The  same  probably  holds  true  for  the 
effects  of  a  system  of  levying  land  taxes  on  the  basis  of  potential  or  average  yield 
versus  one  based  on  actual  yield  or  simply  land  area.  Yet,  the  question  of  whether, 
in  any  given  institutional  setting,  the  effects  on  agricultural  workers'  and  investors' 
incentives  are  weak  or  strong  is  very  much  to  the  point.  If  they  are  strong,  tax 
policy  must  range  incentive  effects  side  by  side  with  the  income  effects,  equity 
considerations,  and  administrative  criteria  in  choosing  among  alternative  methods 
of  agricultural  taxation.  But  if  the  motivational  aspects  are  weak,  then  tax  policy 
decisions  can  largely  leave  the  incentive  effects  to  one  side;  decisions  on  the 
economics  of  alternative  agricultural  tax  policies  can  then  be  made  on  the  basis 
of  the   income   or  fiscal   effects   without  much  reference  to  production  incentives. 

This  suggests  that  it  may  be  worthwhile  to  undertake  further  speculative 
research  on  how  various  tax  forms  affect  work  and  investment  incentives.  Such 
research  might  include  (l)  economic  analysis  based  on  reasonable  assumptions 
concerning  human  behavior,  (2)  perceptive  appraisal  of  the  impact  of  institutional 
environments  on  the  operation  of  the  tax  incentive  in  question,  and  (3)  an  attempt  to 
gain  qualitative  insights  into  the  problem  from  the  experiences  of  countries  (e.  g., 
Yugoslavia,  Denmark,  the  Soviet  Union,  Australia)  where  avowed  incentive  con- 
siderations have  played  a  large  role  in  determining  or  modifying  the  general  struc- 
ture of  agricultural  taxation. 24/ 

24/    Possibilities   for   research   in   this  area  are  explored  further  in  the  Report  of 
Working  Group  I,  Section  I,  B  (Part  One,  this  volume). 
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2.     Appraisal  of  Specific  Incentive  Measures 

With  respect  to  explicit  tax  concessions  and  tax  penalties,  rather  sub- 
stantial opportunities  exist  for  productive  research,  both  at  "headquarters"  (e.g., 
of  the  United  Nations  Fiscal  Division  or  the  Harvard  International  Program  in 
Taxation)  and  in  the  field. 

(a)  As  headquarters  research,  there  might  be  undertaken,  first  of  all,  a 
more  complete  and  systematic  canvass  of  the  incentive  uses  to  which  agricultural 
taxes  have  been  put  or  for  which  they  have  been  recommended  in  underdeveloped 
countries.  A  comprehensive  catalogue  of  the  various  incentive  devices  and  the 
countries  which  have  used  them  would  serve  the  dual  purpose  of  (l)  bringing  to 
light  the  range,  form,  and  variations  of  such  devices  and  (2)  showing  more  clearly 
which  areas  of  the  world  can  provide  an  experiential  basis  for  further  research  by 
questionnaire  and  field  investigation.  Beyond  preparing  such  a  catalogue,  head- 
quarters research  might  define  in  more  detail  the  prerequisite  conditions  that  have 
to  be  met  before  intended  tax  incentive  effects  can  take  hold.  To  the  extent  possible, 
the  catalogue  should  be  "fielded,"  i.e.,  every  attempt  should  be  made  to  separate 
shadow  from  substance  by  ascertaining  which  tax  incentive  measures  exist  only  on 
the  statute  books  and  which  ones  have  been  put  into  practice. 

(b)  To  the  extent  possible,  data  should  be  gathered  to  put  the  financial  impact 
of  the  particular  incentive  devices  into  some  kind  of  quantitative  perspective.  In 
particular,  the  tax  concessions  or  penalties  should  be  translated  into  actual  tax 
decreases  or  increases  under  specified  conditions.  These  should  then  be  related 
to  such  magnitudes  as  (l)  the  tax  liability  in  the  absence  of  the  incentive  provisions; 
(2)  gross  or  net  income  from  land  affected  by  the  incentive  tax;  (3)  assessed  valua- 
tion of  such  land.  (Such  data  may,  of  course,  be  obtainable  only  by  field  research.) 
By  questionnaire  and  correspondence,  the  reactions  of  individuals  and  govern- 
ments to  the  effectiveness  of  the  various  devices  already  in  use  can  also  be 
sought.  These  preliminary  surveys  would  serve  both  as  a  basis  for  tentative 
judgments  on  the  possible  role  of  incentive  tax  measures  and  as  guides  to  the 
selection  of  countries  or  areas  for  more  intensive  study. 

(c)  Along  the  same  lines,  and  either  as  a  supplement  to  or  as  a  substitute 
for  the  foregoing  canvass,  a  more  intensive  canvess  of  the  Latin  American  coun- 
tries in  their  use  of  incentive  tax  devices  appears  to  be  desirable.  Using  economic 
and  public  finance  mission  reports,  tax  statutes,  studies  by  the  Economic  Com- 
mission for  Latin  America,  and  the  like,  one  could  determine  more  precisely  the 
extent  and  form  of  the  tax  devices  enacted  to  improve  land  utilization,  to  penalize 
speculation,  to  promote  changes  in  land  tenure,  etc.  This  canvass  would  be  useful 
in  determining  whether  questionnaire  and  field  research  should  be  centered  on  one 
country  in  its  use  of  several  different  devices,  or  whether  the  study  should  attempt 
to  appraise  in  several  countries  the  use  of  a  particular  one  or  a  particular  group 
of  these  devices.  A  preliminary  survey  to  determine  whether  statutory  provisions 
have  been  put  into  practice  should,  of  course,  precede  any  extensive  field  research. 

(d)  Although  the  issue  should  not  be  prejudged  before  the  suggested  can- 
vasses are  made,  Brazil  appears  to  have  a  number  of  attractions  as  a  subject  for 
field  study  on  tax  incentives  in  agriculture.  It  has  adopted  a  series  of  tax  devices 
to   stimulate   better  land  use   in   a  variety  of  directions.   The  country  is  receptive 

243 


to  developmental  efforts  and  thinking.  It  has  been  the  subject  of  many  penetrating 
economic  studies  and  was  the  site  of  a  recent  international  conference  on  land 
tenure  problems.  This  suggests  that  a  study  of  incentive  aspects  of  agricultural 
taxation  in  Brazil  would  represent  an  effort  marginal  to  many  other  studies,  with 
resulting  external  economies  of  research. 

(e)  The  more  general  suggestions  concerning  the  answers  to  be  sought  in  the 
course  of  incentive  tax  studies  may  be  recapitulated  here  in  the  context  of  the  type 
of  study  just  proposed.  Either  a  specific  country  study  or  a  comparative  study 
of  several  countries'  use  of  a  particular  device  or  set  of  devices  should  seek  (l) 
to  determine  whether  existing  administrative  machinery -- especially  with  respect 
to  assessment  of  land  and  improvements  --  is  equal  to  the  task  of  carrying  out 
the  statutory  incentive  tax  provisions;  (2)  to  make  a  qualitative  appraisal  of  the 
extent  to  which  other  prerequisite  conditions  exist  for  incentive  taxation  of  the 
types  being  used;  (3)  to  obtain  quantitative  evidence  on  the  size  of  the  tax  in- 
centive and  on  its  effects  on  the  nature  and  efficiency  of  land  use  (or  if  quanti- 
tative data  are  lacking,  qualitative  appraisals  by  tax  officials  and  taxpayers); 
(4)  to  determine  the  costs  in  revenue  lost  and  in  clashes  with  equity  and  other 
objectives  of  tax  policy;  (5)  to  determine  whether  the  tax  incentive  devices  are 
part  of  a  rational,  integrated  economic  (and  social)  policy,  or  whether  and  what 
conflicts  and  inconsistencies  exist  both  within  the  tax  structure  (e.g.,  between  the 
incentive  devices  and  export  and  import  duties)  and  between  tax  and  non-tax 
policies;  and  (6)  to  consider  alternative  policy  measures  which  might  be  applied 
in    conjunction    with    or    as    an    alternative    to   the  tax  measures  being  examined. 


Out  of  such  research  efforts  as  the  foregoing,  one  would  hope  to  gain  not 
only  an  appraisal  of  the  effects  of  present  incentive  devices,  but  some  guides  to 
future  experiments  in  their  use.  Out  of  both  the  quantitative  and  qualitative  phases 
of  the  research  should  grow  something  like  a  set  of  specifications  of  the  institu- 
tional setting,  the  economic  circumstances,  and  the  form  in  which  various  tax 
incentives  to  agriculture  can  be  effective.  Putting  tax  incentives  in  this  perspec- 
tive should  serve  policy-makers  well  in  deciding  what  weight  must  be  given  to 
incentive  considerations  in  formulating  agricultural  tax  policy  and  what  reliance 
can  be  placed  on  tax  inducements  in  governmental  programs  for  agricultural 
development. 
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4.     AGRICULTURAL  TAXATION  AND  LAND  TENURE  REFORM 
IN  UNDERDEVELOPED  COUNTRIES 

By  Philip  M.  Raup* 
Professor  of  Agricultural  Economics,  University  of  Minnesota 

I.      Introduction 

The  agrarian  upheavals  in  many  countries  in  the  past  decade  have  produced  a 
flood  of  literature  on  land  problems  and  on  land  tenure  reforms.  One  can  search 
this  material  in  vain,  however,  for  definitive  discussions  of  the  interrelations 
between  land  tenure  reforms  and  tax  and  fiscal  policies.  1/  The  interdependence 
of  tenure  and  tax  policies  is  frequently  admitted  but  rarely  analyzed.  It  is  on  these 
grounds  that  we  have  reason  to  be  grateful  to  the  sponsors  of  this  Conference  for 
the  opportunity  to  explore  these  serious  and  absorbing  problems. 

Land  tenure  reform,  in  the  sense  used  in  this  paper,  is  an  inclusive  term 
describing  a  wide  variety  of  changes  needed  in  the  land  tenure  systems  of  many 
countries,  not  all  of  them  underdeveloped.  It  means  far  more  than  the  subdivision 
of  large  estates,  or  the  abolition  of  outmoded  and  semi-feudal  tenures,  although 
these  steps  are  in  some  circumstances  indicated. 

The  scope  of  the  concept  of  land  reform  that  will  guide  this  discussion  is  that 
indicated  by  Congressman  Clifford  R.  Hope,  U.  S.  Delegate  to  the  Sixth  Session  of 
the  Food  and  Agriculture  Organization  Conference  in  Rome  in  November  1951 
when  he  said: 


tion. 


1/ 


In  1952-53  the  author  supervised  for  the  Food  and  Agriculture  Organization 
the  preparation  of  that  part  of  a  bibliography  on  world  land  tenure  problems 
covering  the  period  since  1940.  Out  of  the  nearly  5000  references  in  the  bibli- 
ography, scarcely  a  dozen  deal  in  any  direct  manner  with  the  tax  and  fiscal 
impact  of  land  tenure  reforms. 


\ 


".  .  .  I  want  to  make  it  clear  that  our  concept  of  agrarian  reform  becomes 
something  much  more  than  mere  breaking  up  of  large  estates.  Our  concept  of 
agrarian  reform  is  a  whole  series  of  measures  looking  toward  improving  the 
situation  of  the  man  who  actually  tills  the  soil.  Opportunity  to  own  the  land  he 
works  is  a  key  part  of  the  concept,  but  other  equally  important  parts  are  j 
facilities  for  obtaining  credit  on  reasonable  terms  to  purchase  land  and  to 
acquire   necessary   facilities   for  agricultural  production  and  improved  rural 

Professor   Raup  prepared  this  paper  for  the  International  Program  in  Taxa- 
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living;  facilities  for  marketing  agricultural  commodities  at  a  fair  return; 
farm  taxes  that  are  not  burdensome;  opportunity  for  instruction  in  the  know- 
ledge of  improved  techniques  for  agricultural  production  and  rural  living; 
and  other  measures  such  as  an  opportunity  to  utilize  electric  power. 

"We  feel  that  encouragement  of  genuine  cooperatives  controlled  by  individ- 
ual members  is  one  of  the  best  ways  of  achieving  these  essential  parts  of  our 
concept  of  land  reform. "2/ 

For  clarity   in  treatment  we  can  divide  these  various  aspects  of  land  tenure 
improvement  into  two  principal  groups,  as  follows: 

1.  Measures  directly  involving  the  tenure  under  which  land  is  held: 

(a)  The  consolidation  into  efficient- sized  units  of  strip  parcels  and  scattered 
holdings 

(b)  The  regulation  of  rental  rates  and  practices,  and  the  enactment  of  lease 
protection  laws 

(c)  The  subdivision  of  large  holdings 

(d)  The  control  of  land  inheritance  to  prevent  excessive  subdivision  of  hold- 
ings, or  to  discourage  the  accumulation  of  large  holdings 

(e)  The  improvement  of  land  surveys  and  systems  of  title  registration 

(f)  The  promotion  of  ownership  by  the  operator  and  the  reduction  of  absentee 

landlordism. 

2.  Related    measures    essential    to    the    success    of  land  tenure  improvements: 

(a)  Improvement  in  the  conditions  of  agricultural  labor  under  tenure  systems 
in  which  land  ownership  includes  some  claim  to  the  services  of  people 
living  on  the  land 

(b)  Improvement    in    the    arrangements   under  which  land  is   bought  and  sold 

(c)  Reform  in  land  tax  and  fiscal  policies 

(d)  Improvement  in  the  agricultural  credit  structure  incircumstances  in  which 
inadequate  credit  is  a  barrier  to  tenure  reform 

(e)  Improvement  in  agricultural  marketing  systems  in  circumstances  in  which 

2/  U.  S.  Dept.  of  State  Bulletin  (December  17,  1951),  p.  999.  For  a  subsequent 
reiteration  of  this  position  see  the  statement  by  Lubin,  Isador,  Alternate 
United  States  Representative  to  the  General  Assembly  of  the  United  Nations, 
before  Committee  II,  on  Land  Reform,  U.  S.  Delegation  Press  Release  No. 
1597  (December  2,   1952). 
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the   structure  of  land  ownership  dominates  or  restricts  the  market  outlets 
for  products  of  the  land. 

Taxation  policy,  the  level  of  taxes,  and  the  methods  of  assessment  and  collec- 
tion play  important  roles  in  each  of  the  forms  of  tenure  improvement  described 
above.  This  paper  will  attempt  to  summarize  the  ways  in  which  these  land  tenure 
programs  have  interacted  upon  tax  policies  and  structure,  drawing  where  possible 
upon  examples  from  selected  countries.  Various  measures  of  land  reform  will  be 
examined  in  terms  of  their  effects  upon  the  tax  structure.  This  will  be  followed  by 
a  consideration  of  the  major  ways  in  which  tax  and  land  tenure  policies  are  inter- 
related. In  conclusion,  suggestions  will  be  offered  for  further  research  in  fields 
that  offer  the  greatest  promise  of  aid  to  underdeveloped  countries. 

Land  reform,  as  we  have  seen,  has  many  facets.  These  emerge  from  the  wide 
range  of  cultural  and  economic  settings  in  which  land  is  held  and  used.  Since  it  is 
impossible  to  encompass  this  full  range  adequately  in  a  single  paper,  some  class- 
ification is  needed  to  reduce  the  task  to  manageable  proportions.  To  permit  focus 
upon  the  tax  implications  of  tenure  reforms,  the  most  useful  classification  would 
seem  to  be  to  group  tenure  reforms  in  terms  of  their  effects,  rather  than  their 
forms,  or  the  settings  in  which  they  have  occurred.  To  this  end,  the  first  segment 
of  the  paper  proposes  a  grouping  of  land  tenure  reform  undertakings  in  terms  of 
their  effects  upon  agricultural  production,  on  the  one  hand,  and  the  distribution  of 
land  income  on  the  other.  In  this  way  we  can  establish  a  useable  base  for  the  later 
analysis  of  the  consequences  of  these  effects  for  agricultural  taxation. 

II.      The  Production  Effects  of  Land  Reforms 

It  should  be  emphasized  at  this  point  that  a  large-scale  alteration  in  the  land 
tenure  structure  may  have  disruptive  effects  upon  agricultural  production.  These 
effects  will  be  felt  immediately,  while  the  benefits  of  the  change  may  be  many 
years  in  realization.  One  of  the  major  responsibilities  facing  the  administrators 
of  any  land  tenure  reform  program  is  to  hold  these  disruptive  effects  to  a  minimum. 
The  irony  of  events  dictates  that  the  demandsfor  tenure  reforms  are  usually  most 
insistent  at  a  time  when  the  economy  can  least  afford  the  accompanying  disturb- 
ance in  agricultural  output.  This  applies  with  equal  force  to  the  associated  disrup- 
tion in  tax  and  fiscal  income.  Although  the  production  effect  of  a  land  tenure  reform 
may  ultimately  be  beneficial,  the  transitional  effect  can  often  lead  to  reduced  tax 
revenues. 

The  Egyptian  experience  is  evidence  that  this  circumstance  need  not  always 
prevail.  In  spite  of  the  recent  sweeping  reforms  in  land  tenure,  including  the 
compulsory  subdivision  of  large  areas  held  in  big  estates,  the  Minister  of  Finance 
is  quoted  as  saying  that  no  reduction  in  land  tax  revenues  is  expected.  On  the 
contrary,  the  reform  is  expected  to  increase  revenues  during  the  period  of  its 
execution. 3/ 

3/  Finance  Minister  Abdul  Galil  El  Emary,  quoted  in  Egypt  News,  No.  39,  Egyp- 
tian Information  Bureau  (Washington,  D.  C,  September  23,  1952).  The  increase 
in  revenue  is  expected  to  result  from  that  feature  of  the  law  that  places  a 
heavy  interim  tax  on  lands  ultimately  scheduled  for  subdivision.  It  is  hoped 
that  this  tax  (five  times  the  normal  tax)  will  lead  the  present  owners  to  dis- 
pose   of  a   part  of  their  holdings   without  necessitating  governmental  action. 
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The    production    effects    of    land    tenure    reforms  can  be  grouped  under  four 
headings: 

(1)  Increased  intensity  of  land  use.  This  involves  those  programs  of  tenure  reform 
aimed  at  the  subdivision  of  large  estates  presently  operated  at  the  extensive  mar- 
gin. In  many  cases  these  are  large  units  under  unified  management,  operated  with 
wage  labor  or  under  various  forms  of  share  tenancy  or  share  cropping.  The  empha- 
sis is  characteristically  upon  cash  crops;  livestock  numbers  are  usually  low,  as 
is  the  level  of  capital  investment  per  acre.  Random  examples  are  the  wage-labor 
and  share-tenant  operated  estates  of  the  "Ente  Mar  emma"  extending  north  of  Rome 
along  the  Tyrrhenian  coast,  the  valley  haciendas  of  the  Rio  de  la  Plata,  and  the 
cotton  lands  of  the  Nile  delta.  The  characteristic  of  these  lands  is  not  that  they  are 
unutilized  but  that  they  are  utilized  for  types  of  crops  and  at  levels  of  intensity 
dictated  by  the  tenure  structure  and  inconsistent  with  their  economic  potential 
and  the  domestic  food  and  fiber  needs  of  their  respective  economies.  Increased 
physical  output,  particularly  of  animal  proteins,  is  a  major  goal  of  tenure  reforms 
in  these  areas.  There  is  evidence  that  this  increase  in  productivity  did  occur  fol- 
lowing the  land  reforms  in  Czechoslovakia  after  1919,  and  in  Mexico,  especially 
after  1935.4/ 

(2)  Improved  organization  and  scale  of  firm.  This  is  the  goal  of  programs  of 
strip  parcel  consolidation,  and  of  expansion  in  the  size  of  units  too  small  for 
economic  operation.  Redundancy  of  labor  is  the  principal  characteristic  of  areas 
where  these  reforms  are  indicated.  Levels  of  physical  output  may  be  quite  high, 
but  are  achieved  at  the  expense  of  mal-allocations  of  labor  and  capital  that  ap- 
proach the  ridiculous.  This  problem  exists  in  virtually  every  country  of  the  globe, 
and  is  often  most  severe  in  areas  that  can  scarcely  be  characterized  as  "under- 
developed." 5/  Successful  programs  of  strip  parcel  consolidation  and  of  supple- 
mental land  allocations  to  submarginal  small  farms  are  in  virtually  all  cases 
accompanied  by  increases  in  agricultural  output,  and  more  particularly  in  the  net 
profits  of  agricultural  firms.  Modern  techniques  of  production  can  be  applied, 
rational  field  rotations  adopted,  and  savings  in  field  transport  and  labor  costs 
effected.  The  effect  on  tax  revenues,  whether  from  land  taxes,  farm  income  taxes, 
or  the  commodity  excise  taxes,  is  uniformly  good.  The  reduction  in  the  number  of 
survey  parcels  through  strip  consolidation  may  also  result  in  increased  net  land 
tax     revenue     by     reducing    the    costs    of    survey,    assessment,  and  collection. 6/ 

4/  See  Rippy,  Merrill,  "Land  Tenure  and  Land  Reforms  in  Modern  Mexico, " 
Agricultural  History,  Vol.  27,  No  2  (April  1953),  pp.  60-61.  For  Czechoslovakia 
see  Basch,  Antonin,  "Land  Reform  in  Czechoslovakia,"  Chap.  XII  in  Acker- 
man,  Joseph,  and  Harriss,  Marshall,  (Eds),  Family  Farm  Policy,  Univ.  of 
Chicago  Press  (1947),  p.  319. 

5/  The  problem  exists,  for  example,  in  an  acute  form  in  areas  as  disparate  as 
Burma  and  the  Rhine-Moselle  Valleysof  Germany  and  France.  As  an  example, 
a  single  farm  of  7  1/2  hectares  in  the  German  state  of  Hessen  (visited  by  the 
author  in  1948),  consisted  of  219  separate  survey  parcels,  averaging  342  sq. 
meters  or  0.085  acres  in  size.  The  elimination  of  "dead  furrows"  along  the 
boundary  lines  alone,  through  exchange  and  consolidation,  would  increase  the 
productive  area  of  this  holding  by  25  per  cent  without  altering  the  total  area 
owned. 

6/      The   magnitude   of  the   growth   in   survey  and  assessment  problems  in  heavily 
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(3)  Increased  certainty  of  tenure  expectations.  Defects  in  tenure  structures  do 
not  always  involve  operating  units  that  are  too  large  or  too  small.  In  many  countries 
the  uncertainty  of  tenure  is  the  dominant  evil,  and  not  the  size  of  farm.  Uncertainty 
may  result  from  a  system  of  leaseholds  or  share  tenancy  which  discourages  capital 
investment  by  the  operator,  prevents  him  from  sharing  in  the  rewards  of  new 
techniques,  and  inhibits  the  development  of  forage  crops  and  livestock  enterprises 
as  against  cash  grain  or  export  crops.  Similar  uncertainties  may  result  from  inad- 
equate or  non-existent  cadastral  surveys  and  land  title  recording  systems  and  the 
consequent  difficulty  in  establishing  ownership  rights  and  in  developing  a  mortgage- 
based  credit  system. 

Tenure  reforms  aimed  primarily  at  the  conversion  of  former  tenants  into  new 
owners  may  leave  the  size  distribution  of  farm  operating  units  substantially  un- 
changed. With  some  notable  exceptions  this  was  the  case  with  the  land  reform  car- 
ried out  in  Japan  after  1946.  Although  many  small  farmers  received  supplemental 
allocations  of  land,  and  most  of  the  relatively  few  large  holdings  were  broken  up, 
the  basic  tenor  of  the  reform  was  the  conversion  of  tenants  into  owners. 7/  The 
production  effects  of  this  type  of  reform  result  primarily  from  the  increased 
certainty  of  tenure  enjoyed  by  the  new  owners.  Capital  investments  can  be  made 
with  confidence  that  their  fruits  will  return  to  the  operator.  Similar  benefits  have 
been  attained  in  other  countries,  notably  those  of  western  Europe,  through  lease 
protection  laws  that  have  assured  tenants  of  compensation  for  fertilization  and 
capital     improvements     remaining     unexhausted     at     the    end    of    the  lease  term. 

6/  (Continued)  parcelized  areas  is  indicated  by  the  following  examples:  It  is 
reported  that  the  numberof  holdings  in  Bombay  state  increased  from  1,272,102 
in  1904-05  to  2,291,415  in  1943-44,  thus  nearly  doubling  the  survey  and  assess- 
ment problem  in  forty  years  (Consolidation  of  Holdings,  Reserve  Bank  of  India 
(Bombay  1951),  p.  14);  the  Southwest  German  state  of  Baden,  only  slightly 
larger  than  the  U.S.  state  of  Connecticut,  had  in  1929  over  4.6  million  separate 
survey  parcels;  individual  townships  (Gemeinde)  existed  in  which  the  average 
number  of  parcels  per  farm  exceeded  100,  and  the  average  size  of  ownership 
parcel  fell  below  600  square  meters  (6450  square  feet),  or  considerably 
smaller  than  the  average- sized  city  residential  lot  (Grasz,  Erich  and  Muen- 
singer,  Adolf,  "Die  Flurbereinigung  in  Sueddeutschland,"  Berichte  ueber  Land- 
wirtschaft,  Sonderheft  123  (Berlin,  1936),  pp.  34-35). 

7/  This  is  illustrated  by  the  following  figures  showing  the  distribution  of  holdings 
by  size-classes  before  and  after  the  reform: 

Size  Classes  Number  of  Holdings 

(in  Acres)  Before  Land  Reform  After  Land  Reform 
Number         Per  Cent 
(000)             of  Total 

Below  1.225  2,568  48.1 

1.225  -  2.45  1,332  25.0 

2.45  -  7.35  1,136  21.3 

7.35  -  12.25  164  3.1 

Over  12.25  134  2.5 

Total  5,334  100.0 


Number 

Per  Cent 

(000) 

of  Total 

2,825 

49.2 

1,475 

25.7 

1,356 

23.6 

50 

0.9 

33 

0 .6 

5,749 

100.0 

Source:      Summary  of  Accomplishments   in  Land   Reform,  Agricultural  Land 
Bureau,    Ministry    of    Agriculture    and    Forestry    (Tokyo,    April    195 1),  p.  7. 
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The  possibilities  of  increasing  the  certainty  of  tenure  through  improved 
survey  and  title  recording  systems  must  not  be  underemphasized.  In  many  of  the 
underdeveloped  areas  of  the  globe  this  constitutes  one  of  the  most  urgently  needed 
improvements.  The  Reserve  Bank  of  India  has  pointed  out  that  "A  well-developed 
system  of  land  survey  and  records  is  .  .  .  the  most  important  requisite  for  the 
development  of  mortgage  banking  (in  India). "8/  Without  secure  land  titles  there 
can  be  no  agricultural  credit  system  adequate  Tor  the  needs  of  modern  productive 
techniques.  Similarly,  the  Report  of  the  Bell  Commission  says  of  the  Philippines: 
"The  most  retarding  and  disorganizing  factor  in  Philippine  agriculture  has  to  do 
with  the  registration  of  land  titles  and  the  effect  this  has  on  the  settlement  of 
farmers  on  new  land  .  .  .one  gets  the  impression  that  title  difficulties  are  counte- 
nanced by  design,  for  they  favor  the  rich  and  influential,  and  defeat  the  efforts  of 
small  farmers. "9/  It  should  be  axiomatic  that  adequate  surveys  and  secure  titles 
are  basic  requirements  for  the  improvement  of  agricultural  production  and  the 
equitable  administration  of  tax  and  fiscal  policies. 

(4)  Enhanced  will  to  work.  Last  but  certainly  not  least  among  the  production 
effects  of  land  tenure  reforms  is  the  enhanced  will  to  work  on  the  part  of  the  owner 
of  land.  Apart  from  the  overt  effects  of  the  tenure  reforms  discussed  above  it  is 
undeniably  true  that  the  ownership  of  land,  in  virtually  all  cultures,  has  imparted 
to  the  owner  a  willingness  to  expend  effort,  to  make  sacrifices,  and  to  accumulate 
and  reinvest  capital  on  a  scale  that  is  not  called  forth  by  other  forms  of  tenure. 
There  are  exceptions.  Documented  cases  exist,  in  the  native  cultures  of  Africa, 
among  the  Indian  communities  of  Latin  America,  and  among  the  Indians  of  the 
United  States,  in  which  the  attainment  of  ownership  has  led  to  a  relaxation  of 
effort.  These  remain  exceptions,  for  the  developmental  history  of  all  advanced 
economies  is  replete  with  evidence  of  the  productive  effort  called  forth  in  agri- 
culture by  the  attainment  of  secure  tenure  in  land.  Elaboration  of  this  point  goes 
beyond  the  scope  of  this  paper,  and  would  infringe  upon  the  discussion  of  incentives 
to  economic  development  which  appears  in  a  companion  paper  in  this  volume.  10/ 
It  is  enough  to  reemphasize  that  the  prospect  of  acquiring  or  enhancing  a  secure 
tenure  in  land  remains  one  of  the  primal  motive  forces  in  agricultural  produc- 
tion. 11/ 

III.      The  Distribution  Effects  of  Land  Reforms 

Land  reforms  affect  not  only  the  total  level  of  agricultural  output  but  the 
manner  in  which  this  output  is  distributed.  Reforms  aimed  at  the  elimination  of 
landlordism  or  the  reduction  of  rents  have  this  redistributive  effect  as  one  of  their 

8/      Land    Mortgage    Banks,    Reserve    Bank    of  India   (Bombay,    1951),  pp.  70-71. 

9/  Report  to  the  President  of  the  United  States  by  the  Economic  Survey  Mission 
to  the  Philippines  (Washington,  D.  C,  October  9,  1950),  p.  56. 

10/  See  "The  Use  of  Agricultural  Taxation  for  Incentive  Purposes,"  Part  Three, 
No.  3,  this  volume. 

1 1/  A  useful  distinction  can  be  drawn  here  between  the  desire  for  land  as  a  moti- 
vating force,  on  the  one  hand,  and  the  desire  for  other  material  goods,  money 
income,  or  profit,  on  the  other.  Cultures  in  which  individuals  do  not  react  to 
the  profit  motive  may  still  accord  a  high  value  to  the  acquisition  and  posses- 
sion of  land.  For  a  cross-section  of  views  bearing  on  this  point,  and  on  the 
motivating    forces    of    land    tenure    improvement    in  primitive  cultures,  see 
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major  goals.  Other  reforms,  the  registration  of  titles,  for  example,  or  the  consol- 
idation of  parcels,  exercise  only  an  indirect  effect  upon  the  distribution  of  the 
land's  output.  In  general  terms  these  distributive  effects  result  from  measures 
that  have  the  broad  goal  of  relating  rewards  to  functions  in  agricultural  undertak- 
ings. Recognizing  that  there  is  overlapping  among  categories,  we  can  still  find  the 
following  groupings  useful  in  analyzing  these  effects. 

(l)  The  conversion  of  vague  and  informal  rights  and  duties  into  more  formal  and 
specific  contractual  relations.  This  shift  was  one  of  the  major  goals  and  accom- 
plishments in  the  abolition  of  the  tenures  of  feudalism.  Ill-defined  rights  and 
obligations  invite  exploitation,  whether  by  feudal  lord  or  tribal  kin.  Defining  these 
rights  and  specifying  the  obligations  is  an  essential  first  step  in  the  construction 
of  a  distributive  system  in  which  economic  considerations  can  play  a  role.  There 
can  be  no  basis  for  judging  the  fairness  or  adequacy  of  a  distributive  share  of  the 
income  from  land  until  there  is  specification  of  the  corresponding  function  to  be 
performed  or  service  rendered.  Many  millions  of  people  still  live  under  tenures 
which  are  essentially  undefined  in  any  rigorous  sense.  These  range  from  the 
custom-bound  kin-group  tenures  of  Nigeria  and  many  other  areas  of  Africa  to  the 
da  to  (or  chieftain)-dominated  semi-feudal  tenuresof  the  Philippines.  The  improve- 
ment of  tenures  in  these  areas  must  necessarily  result  in  more  specific  delineation 
of  the  relations  of  men  to  land.  This  will  have  a  distributive  effect  due  less  to  any 
alteration  in  previous  land  income  allocations  than  to  the  fact  that  it  will  create  the 
basis  upon  which  an  economically  defensible  distributive  system  can  subsequently 
be  erected. 12/ 

The  problem  of  ill -defined  tenure  relations  is  not  limited  to  underdeveloped 
countries.  Agricultural  Experiment  Stations  and  Extension  Services  in  the  United 
States  have  been  striving  for  decades  to  secure  more  clearly  defined  rental  and 
leasing  agreements  between  landlords  and  tenants,  and  much  remains  to  be  done 
on  this  front. 

The  consequences  of  non-specific  land  tenure  relations  for  tax  policy  are 
obvious.  Where  tenure  relations  are  unclear  it  becomes  difficult  if  not  impossible 
to  determine  the  incidence  of  land  taxation,  its  equity,  the  incentive  or  disincentive 
effects,  or  even  to  levy  and  collect.  Faced  with  this  circumstance  governments  have 
in  the  past  attempted  to  place  tax  payment  responsibilities  collectively  upon 
familial  or  village  groups.  This  was  the  course  chosen  in  Russia  following  the 
emancipation  of  the  serfs  in  1861,  a  course  that  prevailed  until  abolished  in  1903 
and    replaced    by    individual  liability  under  the    "liberal" reforms  of  Stolypin  and 

11/  (Continued)  Hoselitz,  Bert  F.,  (Ed.)  The  Progress  of  Underdeveloped  Areas, 
University  of  Chicago  Press  (1952),  especially  the  chapters  by  Linton,  Ralph, 
("Cultural  and  Personality  Factors  Affecting  Economic  Growth"),  Herskovits, 
Melville  J.,  ("The  Problem  of  Adapting  Societies  to  New  Tasks"),  and  Gold- 
schmidt,  Walter  R.,  ("The  Interrelations  Between  Cultural  Factors  and  the 
Acquisition  of  New  Technical  Skills"). 

12/  For  a  discussion  of  the  importance  of  this  point  as  it  relates  to  the  full  range 
of  economic  development  problems  see  Levy,  Marion  J.,  "Some  Sources  of 
the  Vulnerability  of  the  Structures  of  Relatively  Non- Industrialized  Societies 
to  those  of  Highly  Industrialized  Societies,"  in  The  Progress  of  Underdevel- 
oped Areas,  op.  cit.,  esp.  pp.  117-119. 
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Witte.  The  mir,  or  village  commune,  faced  with  the  responsibility  for  allocating 
taxes  among  its  members,  resorted  to  periodic  redistributions  of  land  in  an  attempt 
to  adjust  tax  burdens  to  changing  family  situations.  As  a  consequence  of  tax  policy, 
parcelization  was  accelerated,  rational  land  use  was  discouraged,  and  no  procedure 
was  created  to  relate  tax  burdens  to  differences  in  productivity  or  ability  to  pay.  13/ 

Equally  serious  consequences  have  resulted  from  efforts  to  place  tax  respon- 
sibilities upon  individuals  in  communal  tenure  systems  dominated  by  kin-group 
ties.  The  introduction  of  land  taxes  in  various  parts  of  Africa  has  repeatedly  set  in 
motion  a  chain  of  events  culminating  in  the  break-up  of  the  familial  and  group- 
tenure  structures  characteristic  of  the  areas.  14/  The  act  of  taxation,  dominated 
by  the  European  (or  "Western")  concept  of  individual  liability,  has  forced  the 
specification  of  tenure  relations  previously  diffuse  and  non-specific.  Whether  or 
not  this  has  been  desirable  is  a  much-debated  issue.  It  seems  beyond  debate, 
however,  that  the  complex  issues  involved  in  the  dissolution  of  native  village  and 
kin-group  tenures  should  be  approached  consciously  and  directly  and  not  through 
the  back  door  of  tax  policy. 

A  further  example  of  the  significance  of  this  phase  of  land  tenure  improvement 
is  afforded  by  Indonesia.  While  tenancy  is  uncommon  there,  and  no  problem,  there 
is  a  major  problem  involved  in  clarifying  tenure  relations  between  native  peasants 
and    native    rulers,    particularly    in    the   islands  other  than  Java  and  Madura.  15/ 

(2)  A  second  major  distributive  effect  of  land  tenure  reforms  results  from  the 
reduction  in  the  number  of  claimants  to  land  income,  or  in  the  size  of  their  pro- 
portionate shares.  This  has  been  one  of  the  goals  of  programs  of  rent  regulation 
or  reduction,  as  well  as  of  more  ambitious  attempts  to  reduce  absentee  landlord- 
ism, or  abolish  tenancy  altogether.  16/  The  prestige  values  attaching  to  land 
ownership,  the  absence  of  alternative  investment  outlets,  and  the  lack  of  adequate 
credit  facilities,  have  often  led  to  a  pyramiding  of  tenure  rights  unjustified  by  any 
realistic  division  of  services  rendered  in  production.  Historically,  China  has 
afforded  some  of  the  most  extreme  examples  of  this,  as  have  Burma  and  India, 
where  money  lender,  marketing  agent,  and  landlord  have  shared  in  land  income  at 
levels  often  above   those   defined  by   economic    rent.  17/   Tenure  reforms  in  these 

13/  Volin,  Lazar,  "Land  Tenure  and  Land  Reform  in  Modern  Russia,"  Agricultural 
History,  Vol.  27,  No.  2  (April  1953),  pp.  50,  54. 

14/  Examples  of  this  are  cited  by  Rowling,  C.  W.,  "An  Analysis  of  Factors  Effect- 
ing Changes  in  Land  Tenure  in  Africa,"  in  Land  Tenure,  special  supplement 
to  The  Journal  of  African  Administration  (London,  HMSO,  October  1952),  p. 22. 

15/  "Notes  On  Land  Reform  in  Asia,"  Office  of  Foreign  Agricultural  Relations, 
U.  S.  Dept.  of  Agriculture  (Washington,  D.  C,  February  1951). 

16/  For  example,  in  Ireland  from  1880  to  1903;  the  ill-fated  rent  reduction  laws 
of  the  Chinese  Nationalist  Government  of  1926-27;  the  1939  Tenancy  Act  in 
Burma;  and  the  1949  rent  reduction  legislation  in  Taiwan. 

17/  See  Jacoby,  Erich,  Agrarian  Unrest  in  Southeast  Asia,  New  York,  Columbia 
University  Press  (New  York,  1949),  pp.  82,  85-86.  Lord  Hailey,  speaking  of 
the  pyramiding  of  tenure  rights  in  India,  refers  to  "numerous  subinfeudations, 
sometimes  ten  to  twelve  deep."  Land  Tenure,  supplement  to  The  Journal  of 
African  Administration  (London,  HMSO,  October  1952),  p.  4. 
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circumstances  may  have  significant  effects  upon  production  but  their  dominant 
motivation  is  the  redistribution  of  rights  to  land  and  claims  to  income. 

Where  the  peasant  on  the  land  stands  under  an  inverted  pyramid  of  claimants 
to  his  output  there  can  be  no  rational  functioning  of  the  pricing  system  as  a  dis- 
tributor of  incomes.  Pressure  of  population  upon  resources,  inadequate  capital, 
and  undeveloped  markets  have  given  rise  to  factor -product  price  relations  out  of 
all  proportion  to  actual  contributions  to  the  production  process.  Rent  payments 
often  have  little  relation  to  the  performance  of  "landlord  functions"  by  the  owner. 
Similarly,  marketing  costs  and  the  costs  of  credit  have  in  some  countries  reached 
levels  unjustified  by  the  value  of  the  services  rendered.  The  money  lender  and 
market  agent  have  in  effect  (and  often  in  fact)  acquired  portions  of  the  symbolic 
"bundle  of  sticks"  that  represent  land  tenure  rights. 

If  these  redistributive  goals  of  land  reform  are  to  be  justified  on  economic 
grounds,  they  must  result  in  a  more  defensible  relation  between  tenure  rights  and 
tenure  functions.  A  variety  of  attempts  have  been  made  in  recent  years  to  accom- 
plish this  through  "rent  reduction"  programs,  or  through  controls  on  interest 
rates  and  on  marketing  charges.  In  many  cases  these  have  been  measures  of 
desperation,  designed  to  bring  some  semblance  of  rationality  into  rental,  credit 
and  marketing  systems  in  which  the  parties  involved  occupy  grossly  unequal 
bargaining  positions.  A  "competitive"  rent  and  the  associated  "market"  price  of 
land  in  an  overpopulated,  "land-hungry ,"  food-deficit  area  have  little  in  common 
with  a  rational  price  system  capable  of  the  efficient  allocation  of  human  and 
material  resources.  In  this  setting  one  of  the  major  redistributive  effects  of  land 
tenure  reforms  results  from  the  attempt  to  redress  the  unbalanced  bargaining 
position  that  prevails  among  land  users  and  the  lenders,  landlords  and  market 
agents  with  whom  they  deal.  At  best,  these  are  interim  adjustments.  Durable 
readjustments  will  have  been  accomplished  only  when  efficient  marketing  systems 
are  established,  adequate  credit  is  available,  and  rent  represents  a  reasonable 
return  on  capital  contributed  and  services  rendered.  Land  tenure  reforms  can 
contribute  to  this  readjustment  but  their  potential  will  be  realized  only  when 
supplemented  by  reforms  throughout  the  full  range  of  the  production  and  distribu- 
tion system. 

(3)  The  third  principal  redistributive  effect  on  land  tenure  reform  results  from 
efforts  to  permit  the  accumulation  of  capital  in  the  hands  of  those  who  will  reinvest 
it  in  agriculture.  Here  a  distinction  must  be  made  between  investments  in  land, 
and  investments  in  agricultural  production.  Paradoxically,  cultures  that  have 
placed  high  social  and  economic  premiums  on  land  acquisition  and  ownership  have 
not  always  accompanied  this  with  high  levels  of  investment  in  land  improvement 
or  in  agricultural  production.  Egypt  provides  a  clear-cut  example.  The  Minister 
of  Finance  has  stated  that  the  practice  of  investing  savings  in  land  had  forced  pre- 
reform  agricultural  land  values  to  levels  exceeded  nowhere  in  the  world.  18/ 
Despite  the  high  levels  of  land  values,  investment  capital  in  the  production  of 
cotton,  the  principal  crop,  has  remained  extremely  low.  It  is  estimated  that  the 
production  of  one  500-pound  bale  of  cotton  requires  1500  man-hours  in  Egypt, 
208    hours    with    traditional    mule-drawn    equipment    in  the   southeastern  coastal 

18/   Galil    El    Emary,    quoted    in  Egypt  News,    No.   39,  Egypt  Information  Bureau 
(Washington,  D.  C.  September  23,  1952). 
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plains  area  of  the  United  States,  and  15  hours  with  mechanized  equipment  on  the 
Texas  high  plains.  19/ 

High  land  values  associated  with  low  levels  of  capital  invested  in  agricultural 
production  are  hall-marks  of  an  underdeveloped  economy.  They  are  the  conse- 
quences of  excessive  population  pressure  on  land  resources,  limited  non-agricul- 
tural investment  outlets,  low  farm  labor  productivity,  and  fear--  fear  of  war, 
political  unrest,  inflation,  or  all  three.  The  goals  of  this  facet  of  land  reform  are 
two-fold:  a  reduction  in  the  irrational  investment  of  wealth  in  land,  and  an  in- 
crease in  the  amount  of  new  wealth  devoted  to  the  advancement  of  agricultural 
production.  The  desired  distribution  effect  will  have  two  parallel  aspects:  a 
release  of  land  capital  for  industrial  and  non-agricultural  investment,  on  the  one 
hand,  and  an  expanded  need  for  production-oriented  investment  capital  in  agricul- 
ture, on  the  other. 

One  of  the  endemic  problems  in  many  underdeveloped  countries,  notably  in 
Latin  America  and  the  Middle  East,  has  been  the  systematic  export  of  capital  out 
of  the  country  by  landowners  who  have  elected  to  live  abroad,  or  store  their  capi- 
tal outside  their  native  land.  The  execution  of  land  reforms  in  many  of  these 
countries  will  increase  the  net  sum  of  investment  capital  remaining  within  the 
country,  since  it  is  unlikely  that  rural  consumption  will  increase  by  the  amount  of 
the  capital  that  had  been  exported.  The  result  could  easily  lead  to  increases  in 
domestic  tax  collections.  If  coupled  with  policies  aimed  at  the  redirection  of 
formerly  exported  capital  into  desirable  investment  channels,  this  redistributive 
aspect  of  land  reform  could  readily  become  one  of  the  most  significant  accom- 
plishments of  the  reform. 

Limits  on  the  size  of  land  holdings  in  effect  set  limits  on  the  extent  to  which 
capital  can  be  "hoarded"  in  the  form  of  agricultural  land.  These  limits  may  be 
expressed  in  terms  of  maximum  acres  permitted  any  one  individual,  as  in  the 
Egyptian  or  Japanese  land  reforms,  or  they  may  take  the  form  of  progressively 
graduated  "land  delivery  obligations"  as  in  the  Western  German  or  Italian  land 
reform  legislation.  The  effect  is  the  same.  One  potential  source  of  investment 
capital  is  cut  off.  The  crucial  question  is:  Will  the  new  owner  or  the  tenant  with 
newly  strengthened  tenure  rights  be  able  to  create  new  capital  out  of  land  income 
adequate  to  his  need  for  improved  methods  of  production?  This  will  be  discussed 
in  a  later  section,  but  it  is  important  to  point  out  here  that  it  is  at  this  stage  that 
tax  policy  and  land  reform  policy  are  most  intimately  related. 

Who  will  save,  who  will  invest,  and  will  they  do  so  in  sufficient  amounts? 
These  are  the  key  questions  that  characterize  this  aspect  of  the  distribution 
effects  of  land  reforms. 

(4)  There  is  a  fourth  heading  under  which  the  distribution  effects  of  land  reforms 
can  usefully  be  regarded.  This  involves  the  tendency  for  some  types  of  land 
reform  to  increase  the  emphasis  on  production  for  subsistence  at  the  expense  of 
production  for  the  market.  In  a  variety  of  economies,  including  some  not  normally 
regarded  as  underdeveloped,  the  agrarian  structure  is  clearly  bipolar;    a  numerous 

19/    Dunn,  Read  P.,  Cotton  in  Egypt,  National  Cotton  Council  of  America  (Memphis, 
1949),  p.  5. 
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group,  frequently  a  large  majority,  of  all  producers  constitutes  an  essentially 
subsistence  economy.  Their  output  contributes  little  to  non- agricultural  food  and 
fiber  requirements,  whether  for  domestic  use  or  export.  They  are  supplemented 
by  a  smaller  group  of  market-oriented  producers  who  may  constitute  the  chief 
food  supply  source  for  the  non-farming  population.  In  these  situations  a  frequent 
argument  against  land  tenure  reform  programs  is  that  they  threaten  to  disrupt  the 
only  sector  of  the  economy  currently  producing  a  marketable  surplus. 

It  is  undeniably  true  that  high  rents,  high  credit  charges,  and  various  forms 
of  share  tenancy  and  cropping  tend  to  force  farm  products  upon  the  market  in 
larger  amounts  than  might  prevail  if  all  producers  owned  their  farms.  It  is  equally 
true  that  large  estates  are  typically  market-oriented,  both  in  terms  of  the  type  of 
crops  grown  and  the  quantities  sold  off  the  farm.  Where  these  conditions  prevail, 
tenure  reforms  aimed  at  abolitionof  tenancy  or  at  the  subdivision  of  large  holdings 
will  inevitably  have  important  repercussions  upon  the  distribution  of  agricultural 
output. 

It  is  not  unreasonable  to  expect  that  the  beneficiaries  of  tenure  reforms  will 
be  strongly  motivated  to  enjoy  their  new-won  gains  in  the  most  direct  manner,  by 
consuming  more  of  their  own  production.  There  is  much  less  reason  to  believe 
that  they  will  successfully  seal  themselves  off  from  a  money  economy  and  be 
satisfied  with  subsistence  living  levels,  improved  though  these  may  be. 

The  Woytinskys  have  recently  estimated  that  in  1948  from  1,300  to  1,350 
million  people,  or  some  55  per  cent  of  mankind,  lived  under  essentially  subsistence 
economies. 20/  Those  who  fear  that  tenure  reforms  in  these  areas  will  bind  them 
still  closer  to  their  subsistence  characteristic  are  implicitly  assuming  that  they 
will  remain  impervious  to  change  in  their  consumption  habits  and  their  production 
techniques.  The  course  of  history  will  not  support  this  view.  Where  the  tenure 
structure  will  permit  producers  to  reap  the  rewards  of  new  techniques  they  have 
been  surprisingly  ready  to  break  with  custom  and  tradition.  The  primary  magnet 
with  which  to  attract  farm  products  to  market  is  the  availability  of  goods  the  farmer 
wants  at  prices  within  the  range  of  his  purchasing  power.  Areas  in  need  of  land 
tenure  reforms  are  chronically  starved  of  reasonably  priced  consumers'  goods. 
The  combination  of  a  tenure  reform  program  with  a  vigorous  effort  to  make 
supplies  of  consumers'  goods  available  in  rural  areas  should  prove  to  be  a  powerful 
force  in  calling  forth  supplies  of  agricultural  products.  There  seem  to  be  strong 
reasons  for  concluding  that  the  price  and  distributive  systems  of  a  money  economy 
are  not  incompatible  with  the  introduction  of  land  tenure  reforms.  At  the  same 
time  it  must  be  recognized  that  these  reforms  will  profoundly  alter  the  pattern  by 
which  goods  and  incomes  have  been  distributed  in  the  past. 

IV.      The  Impact  of  the  Tax  Structure  Upon  Land  Tenure  Systems 

A.      Historical  Significance 

The  systems  by  which  governments  have  laid  and  collected  taxes  have  exer- 
cised enormous   influence   upon  the  evolution  of  land  tenure  structures.  From  one 


20/   Woytinsky,  W.  S.  and  Woytinsky,  E.  S.,  World  Population  and  Production,  The 
~~     Twentieth  Century  Fund  (New  York,  1953),  pp.  419-420. 
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point  of  view  the  feudal  tenures  of  Europe  and  Eurasia  of  the  Middle  Ages  can  be 
regarded  as  devices  for  the  support  of  government  through  duties  levied  in  kind 
and  in  services.  In  more  modern  times  the  methods  by  which  taxes  were  levied 
and  collected  dominated  the  emerging  tenure  structure  in  major  portions  of  India, 
and  in  the  Spanish  Colonial  world  of  the  seventeenth  and  eighteenth  centuries.  The 
Zamindari  of  India  were  utilized  by  the  British  authorities  as  instruments  for  the 
collection  of  taxes,  and  only  later  acquired  their  dominant  position  as  landlords. 
Similarly,  the  Spanish  colonial  governments  made  systematic  use  of  local  native 
chieftains  or  tribal  leaders  as  tax  collectors,  thus  giving  them  powers  which  were 
later  solidified  into  land  tenure  rights,  and  ultimate  ownership. 21/ 

In  other  countries  tax  authorities  in  the  past  had  not  formalized  their  tenure 
status  to  the  degree  reached  in  India  or  the  Philippines  but  had  appropriated  to 
themselves  tax-levying  rights  so  onerous  as  to  constitute  powers  analogous  to 
outright  ownership.  Prerevolutionary  Russia  and  China  are  specific  instances. 
Volin  cites  the  punishing  tax  burdens  as  one  of  the  most  oppressive  features  of 
Russian  tenure  systems  under  the  Tsars  22/,  and  Buck  makes  a  similar  observa- 
tion regarding  the  crushing  weight  of  arbitrary  and  capricious  land  taxation  in 
China. 23/  Where  Western  concepts  of  individual  land  ownership  in  fee  simple 
prevail,  the  role  of  the  government  as  tax  collector  is  a  relatively  circumscribed 
one.  In  other  cultures,  where  concepts  of  landed  property  have  vested  ultimate 
ownership  rights  in  the  monarch,  or  in  the  state,  it  is  more  difficult  to  distinguish 
between  the  state  as  landlord  and  the  state  as  tax  collector.  The  concepts  merge, 
and  so  has  the  nomenclature.  Under  Mogul  rule,  the  Zamindar  was  a  tax  collecting 
agent.  Only  under  British  rule  did  the  name  come  to  mean  landlord. 

This  confusion  of  the  concepts  of  landlord  and  tax  collector  carries  down  to 
the  present  day.  The  peasant  mind  associates  onerous  tax  burdens  with  defective 
tenure  structure,  and  interprets  land  reform  to  mean  freedom  from  exploitative 
taxation  as  well  as  from  exploitative  rents. 24/ 

B.      The  Impact  of  Tax  Structure  on  Tenure  Forms 

Tenure  systems  are  affected  not  only  by  the  levels  of  taxation  but  by  the 
structure  of  the  tax  system  --  by  the  manner  in  which  taxes  at  any  level  are 
imposed  and  collected.  Shifts  from  tax  collections  in  kind  to  collections  in  cash 
have     frequently     been    the    vehicle    by    which    subsistence    economies  have  been 

21/  For  an  account  of  this  process  in  the  Philippines  see  Pelzer,  Karl  J.,  Pioneer 
Settlement  In  The  Asiatic  Tropics,  Institute  of  Pacific  Relations  (New  York, 
1945),  especially  Chap.  IV. 

22/   Op.  cit.,  pp.  49-50. 

23/  Buck,  J.  L.,  Land  Utilization  in  China,  University  of  Nanking  (Nanking,  1937), 
pp.  326-28. 

24/  The  Burmese  peasants,  for  example,  as  a  consequence  of  the  civil  war  and 
delayed  land  reforms  following  independence,  are  reported  in  many  instances 
to  have  defied  civil  authorities,  taken  over  control  of  the  land, and  refused  to 
pay  either  rent  or  taxes.  See  "Notes  on  Land  Reform  in  Asia,"  Office  of 
Foreign  Agricultural  Relations,  U.  S.  Department  of  Agriculture,  op.  cit., 
p.   18. 
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propelled  into  a  money  economy. 25/  Similarly,  the  fixing  of  tax  paying  responsi- 
bilities upon  individuals  has  contributed  to  the  break-up  of  village  and  communal 
tenures,  as  we  have  seen  above.  These  influences  have  also  worked  in  more  subtle 
ways  to  undermine  traditional  tenure  forms.  This  can  be  illustrated  by  the  various 
forms  of  tenure  that  emerge  out  of  the  concept  of  "pledged  land." 

In  Java,  in  Nigeria,  and  throughout  many  of  the  indigenous  economies  of 
Africa  it  has  been  customary  to  pledge  land,  primarily  as  a  device  to  secure  credit. 
In  exchange  for  an  advance  of  money,  the  land  owner  "pledges"  his  land  to  his 
creditor,  who  enjoys  the  possession  and  usufruct  of  the  land  until  the  loan  is  repaid. 
Title  remains  with  the  borrower,  and  no  interest  is  involved,  since  the  creditor 
has  full  use  of  the  resource.  Rowling  cites  an  example  from  Nigeria  in  which  a 
land  tax  was  introduced  and  responsibility  for  payment  placed  upon  owners  of 
record.  The  owner  who  had  pledged  his  land  found  himself  unable  to  pay  the  tax, 
since,  under  the  terms  of  the  pledge,  he  received  no  income  whatsoever  from  the 
land. 26/  The  effect  was  to  undermine  this  locally  adapted  form  of  land-based 
credit. 

Africa  affords  other  examples  of  the  effects  of  tax  policy  on  tenure  forms. 
One  of  the  most  interesting  is  the  tax  levied  upon  "stranger  farmers"  in  the 
Gambia.  Because  of  the  excellent  transport  facilities  and  market  outlet  offered  by 
the  river  Gambia,  migrant  farmers  have  come  into  the  area  in  recent  years  and 
drift  from  village  to  village  seeking  land  to  lease  seasonally  for  peanut  growing. 
After  the  crop  is  harvested  they  move  on,  or  return  to  their  native  villages  to 
await  another  harvest. 27/  In  an  attempt  to  control  this  exploitative  form  of  com- 
mercial cropping  the  Government  has  imposed  a  "stranger  farmer  tax,"  which  in 
effect  is  a  special  tax  upon  seasonal  share -cropping  and  leasing. 28/ 

One  of  the  most  clearly  defined  examples  of  the  effects  of  the  structure  of 
tax  systems  upon  tenure  improvement  is  provided  by  the  interest  of  fiscal  agen- 
cies in  improved  land  survey  and  title  recording  systems.  The  tax  official's 
interest  here  is  often  direct,  and  uncomplicated  by  any  desire  for  tenure  reform. 
He    must    determine    land  ownership  and  fix  liability   if  he  is  to  collect  revenue. 

25/  This  situation  has  also  appeared  in  reverse.  Faced  with  growing  inflation  and 
declining  crop  marketings,  the  Nationalist  government  of  China  shifted  in  1942 
from  the  collection  of  taxes  in  cash  to  collection  in  grain.  Landlords  there- 
fore began  to  demand  rents  paid  in  kind  rather  than  cash,  thus  adding  to  the 
breakdown  of  the  money  economy.  See  Chee  Kwon  Chun,  "Agrarian  Unrest  and 
the  Civil  War  In  China,"  Land  Economics  (February  1950),  p.  18. 

26/  Rowling,  C.  W.,  op.  cit.,  pp.  21-22.  For  description  of  the  operation  of  this 
tenure  form  in  Indonesia,  see  Boeke,  J.  H.,  The  Structure  of  Netherlands 
Indian  Economy,  International  Secretariat,  Institute  of  Pacific  Relations  (New 
York,  1942). 

27/  For  a  description  of  this  form  of  land  tenure  see  the  United  Nations  Special 
Study  on  Economic  Conditions  and  Development  in  Non-Self- Governing  Terri- 
tories,  Document  ST/TRI/SER.A/6/Add.2   (New  York,  June  1952),  pp.  89-90. 

28/  Meek,  C.  K.,  "Some  Social  Aspects  of  Land  Tenure  in  Africa,"  in  Land 
Tenure,  special  supplement  to  The  Journal  of  African  Administration  (London, 
HMSO,  October,  1952),  p.  30. 
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This  has  occasionally  led  Ministers  of  Finance  to  provide  the  initiative  for  better 
surveys,  clearer  titles,  improved  methods  of  land  classification,  and  the  consol- 
idation of  scattered  and  small  parcels.  The  German  experience  typifies  this  devel- 
opment. There  the  Ministry  of  Finance  was  instrumental  in  perfecting  land  survey 
and  title  recording  systems,  and  in  the  development  of  a  system  of  land  classifica- 
tion that  has  been  a  major  contribution  in  standardizing  taxes  and  rental  rates, 
and  in  the  regulation  of  the  sale  of  farm  land.  Although  these  measures  were 
originally  undertaken  for  tax  and  fiscal  purposes,  they  have  been  of  great  value  in 
improving  the  tenure  structure.  The  two  most  noteworthy  features  of  the  system 
were  the  introduction  of  the  concept  of  "standard  assessed  value"  or  Einheitswert, 
and  the  subsequent  expansion  of  the  concept  in  the  Reich  Soil  Appraisal  Law 
(Reichsbodenschaetzunggesetz)  of  1936.29/ 

As  a  result  of  this  interest  by  fiscal  authorities  in  improved  tax  assessment, 
Germany  today  possesses  a  well-developed  procedure  for  determining  land  values 
and  tax  levels,  not  only  in  terms  of  existing  types  of  use,  but  in  terms  of  desirable 
uses  to  which  the  land  might  alternatively  be  put.  This  has  been  of  great  value  in 
resolving  disputes  regarding  land  values  in  connection  with  programs  of  strip 
parcel  consolidation.  It  has  also  formed  the  basis  for  land  value  determination  for 
purposes  of  compensation  to  owners  of  lands  taken  over  for  settlement  under  the 
postwar  land  reform  laws  of  western  Germany. 

A  similar  history  has  characterized  the  development  of  land  survey  and  title 
systems  in  India.  With  the  growth  of  the  Ryotwari  type  of  land  holding  came  the 
need  for  a  cadastral  survey  and  a  system  for  title  recording.  "The  Record  of 
Rights,"  Lord  Haily  points  out,  "thus  originated  as  a  fiscal  measure,  but  it  proved 
to  be  of  the  greatest  use,  not  merely  in  preventing  litigation  regarding  land  rights, 
but  in  assisting  to  convey  that  feeling  of  stability  which  is  essential  if  the  best 
use  is  to  be  made  of  the  land. "30/ 

In  a  negative  sense,  the  tax  and  fiscal  structures  in  many  areas  place  a  heavy 
restraining  hand  on  the  improvement  of  tenure  arrangements,  not  by  what  they  do, 
but  in  terms  of  what  is  not  done.  Where  systems  of  assessed  value  are  defective 
or  lacking,  the  problems  of  valuation  involved  in  land  reforms  are  made  enormous- 
ly more  difficult.  Before  land  reform  was  undertaken  in  Taiwan,  for  example,  it 
was  necessary  to  carry  out  a  comprehensive  program  of  land  classification  and 
valuation.  The  expense  involved,  in  both  time  and  money,  constituted  one  of  the 
heavy  burdens  imposed  by  the  land  reform  program.  This  is  particularly  true  in 
programs  of  strip  parcel  consolidation.  One  of  the  most  burdensome  costs  of 
consolidation  programs  is  the  determination  of  boundaries  and  titles,  and  the 
resolution  of  disputes  over  relative  land  values.  Where  fiscal  systems  are  weak, 
surveys  and  titles  defective,  and  assessed  values  unrepresentative,  the  execution 
of  tenure  reforms  becomes  almost  prohibitively  expensive. 

A  measure  of  these  costs  is  reported  from  Haiti,  where  land  titles  are  inad- 
equately  specified,  and  where  the  difficulties  and  expense  of  survey  prevent  many 

29/  This  development  is  described  in  Rothkegel,  Walter,  Geschichtliche  Entwick- 
lung  der  Bode nbonite rung  und  Wesen  und  Bedeutung  der  deutschen  Boden- 
schaetzung,  Eugen  Ulmer  Verlag  (Stuttgart,  1950). 

30/   Journal  of  African  Administration,  op.  cit.,  p.  5. 
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natives  from  defending  their  rights  in  land  against  more  sophisticated  (and  legally 
represented)  claimants.  To  prevent  this  loss  of  land  rights,  a  practice  prevails 
in  some  areas  of  paying  the  surveyor  one-fifth  of  the  land  surveyed,  in  lieu  of 
cash,  and  in  order  to  insure  that  the  surveying  will  be  done.  This  has  resulted  in 
the  alienation  of  native  lands  and  the  appearance  of  absentee  ownership,  primarily 
as  a  consequence  of  the  lack  of  an  adequate  public  survey,  title,  and  fiscal  sys- 
tem. 31/ 

Thus  far  the  discussion  has  primarily  concerned  instances  in  which  land 
tenure  structures  have  been  unintentionally  affected  by  tax  and  fiscal  policy.  There 
exists,  in  addition,  a  variety  of  measures  that  have  been  consciously  undertaken 
in  many  countries  in  efforts  to  restrain  or  promote  specific  tenure  forms.  These 
efforts  fall  logically  under  the  heading  of  incentive  taxation,  and  are  dealt  with  in 
a  companion  paper  in  this  volume,  as  mentioned  above. 

The  examples  cited  above  lend  support  to  the  conclusion  that  tax  policy,  and 
the  structure  and  operation  of  the  taxing  system,  have  exercised  significant  effects 
upon  land  tenure  forms.  These  effects  have  been  greatest  when  tenure  rights  have 
been  diffuse  and  ill-defined;  where  subsistence  economies  are  first  being  intro- 
duced to  a  money  economy;  and  where  systems  of  land  tax  assessment  rest  on  an 
inadequate  survey,  title,  and  land  classification  base.  The  effects  of  tax  policy  have 
also  been  great  where  governments  have  functioned  in  the  dual  role  of  ultimate 
landlord  and  immediate  tax  collector.  To  appreciate  fully  the  current  importance 
of  this  latter  situation  it  is  necessary  to  examine  an  additional  form  of  quasi- 
taxation  that  has  had  great  impact  on  land  tenure  rights. 

C.      Mandatory  Marketings  of  Farm  Products  as  a  Form  of  Tax 

Several  countries  have  in  recent  years  adopted  a  form  of  mandatory  crop 
delivery  obligation  that  takes  on  the  coloration  of  a  tax.  These  efforts  fall  outside 
the  formal  boundaries  of  a  fiscal  system.  They  have  consequences,  however,  that 
profoundly  affect  both  tax  and  land  tenure  structure,  and  cannot  be  ignored  in  this 
survey. 

Attempts  to  enforce  the  mandatory  marketing  of  farm  products  commonly 
seek  to  accomplish  one  or  more  of  the  following  goals:  (a)  force  crops  to  market 
in  time  of  inflation  or  war  when  money  prices  will  not  attract  them,  (b)  discrimin- 
ate against  certain  types  of  enterprises,  or  (c)  exact  from  the  agricultural  segment 
of  the  economy  a  form  of  annual  capital  levy,  by  requiring  the  sale  of  farm  products 
at  prices  below  those  that  would  rule  in  a  free  economy.  In  Denmark  the  first  two 
motives  have  apparently  dominated  their  efforts  in  this  direction.  In  the  Soviet 
zone  of  Germany  and  in  the  countries  of  eastern  Europe  all  three  of  the  goals  listed 
above  have  been  in  mind. 

The  Danish  program  is  illustrative.  There  are  presently  two  prices  for  grain, 
one    fixed    and  one  free,   with  the   free   price  about  one-third  higher.  With  this  is 

31/  Comhaire-Sylvain,  Suzanne,  "Land  Tenure  in  the  Marbial  Region  of  Haiti,"  in 
Tax,  Sol,  (Ed.),  Acculturation  in  the  Americas,  Proceedings  of  the  29th  Inter- 
national Congress  of  Americanists,  University  of  Chicago  Press  (1952),  p.  181. 
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associated  a  crop  delivery  obligation  progressively  graduated  as  the  assessed 
value  of  the  land  (excluding  buildings)  increases.  Small  farms  are  exempt  from 
the  obligation.  A  farm  of  40  hectares,  with  an  assessed  value  of  47,700  kroner  is 
obligated,  for  example,  to  deliver  373  quintals  of  grain  at  the  fixed  price.  Com- 
pared to  the  value  of  the  grain  at  the  free  price  this  amounts  to  a  supplemental 
tax  of  some  8200  kroner  on  the  large  holding. 3 2/  By  thus  combining  price  policy, 
tax  policy,  and  tenure  policy,  the  Danish  government  seeks  to  force  grain  to  the 
market  at  a  low  price  and  at  the  same  time  to  discourage  large  holdings  and 
promote  small  ones. 

This  device  has  been  used  for  more  rigorous  purposes  in  the  Soviet  zone  of 
Germany  and  in  eastern  Europe.  The  progression  in  the  graduation  of  the  manda- 
tory delivery  obligations  is  much  greater,  and  the  penalties  for  non-compliance 
have  been  more  severe.  Following  the  execution  of  the  postwar  land  reform  in  the 
Soviet  zone  of  Germany  a  graduated  crop  delivery  obligation  was  established  in 
1948.  Delivery  quotas  on  farms  above  50  hectares  were  fixed  at  levels  three  to 
four  times  above  the  quotas  for  farms  under  5  hectares. 33/  Failure  to  meet 
these  obligations  could  lead  to  the  charge  of  "sabotaging  the  peoples'  food  supply," 
with  the  ultimate  penalty  of  confiscation  of  the  holding. 

This  device,  and  similar  measures  utilized  in  Poland,  Czechoslovakia  and  in 
other  countries,  is  analogous  to  a  graduated  annual  capital  levy.  The  graduation  of 
the  differential  delivery  obligation  is  usually  keyed  in  some  manner  to  the  land 
tax  or  assessed  value  base,  and  execution  requires  the  participation  of  local  taxing 
authorities.  This  is  the  case,  for  example,  in  both  Denmark  and  Eastern  Germany. 
Although  not  a  tax  in  the  fiscal  sense,  these  graduated  delivery  obligations  appear 
as  taxes  to  the  farmers  subjected  to  them.  Taxation  officials,  and  the  mechanics 
of  the  tax  structure,  are  used  in  enforcing  them,  and  the  end  result  is  equivalent 
to  a  graduated  tax  on  agricultural  holdings,  collected  in  kind  instead  of  cash.  This 
form  of  taxation  through  mandatory  crop  delivery  has  exerted  effective  pressure 
on    the    remaining    owners    of    the    larger    farms    throughout  eastern  Europe. 34/ 

32/  Data  from  Rinteln,  Paul,  "Die  Betriebsgrossendifferenzialrente  in  der  Land- 
wirtschaft,"  Berichte  Ueber  Landwirtschaft,  XXXI,  No.  3  (1953),  p.  291. 
A  summary  description  of  the  various  devices  used  to  force  crop  deliveries 
in  other  European  countries  is  given  in  Survey  of  National  Measures  for 
Controlling  Farm  Prices  in  Western  European  Countries,  Food  and  Agricul- 
ture   Organization,    Commodity    Policy    Studies,    No.    2   (Rome,   April  1953). 

33/  Delivery  obligations  were  made  the  responsibility  of  the  village  (Gemeinde) 
Buergermeisters.  The  1948  guide  book  instructing  them  in  the  procedures  to 
use  in  graduating  these  obligations  among  various  farms  used,  as  examples, 
quotas  of  4.5  quintals  of  wheat  or  rye  per  hectare  for  farms  under  5  hectares, 
and  quotas  of  13  to  17  quintals  per  hectare  for  farms  of  over  50  hectares. 
Differenzierungsfibel,  (Berlin  (Soviet  zone),  Deutscher  Bauernverlag,  1948), 
pp.  10-11.  The  significance  of  these  higher  quotas  for  the  larger  farms  is 
reflected  by  the  fact  that  the  1934-38  average  yield  of  breadgrains  in  the 
Soviet  zone  is  estimated  at  19.7  quintals  per  hectare. 

34/  Schweng,  L.  D.,  "Recent  Agricultural  Developments  in  Eastern  Europe," 
Journal  of  Farm  Economics,  XXXIII,  No.  1  (February  1951),  p.  47.  Note  that 
these  graduated  delivery  obligations  apply  to  the  farms  remaining  after  exten- 
sive land  reforms  had  been  executed,  i.e.,  they  affect  principally  the  medium- 
sized  peasant  holdings,   and   are   thus  a  supplemental  form  of  "land  reform." 
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In  the  circumstances  under  which  it  has  been  used  it  has  undoubtedly  been  much 
more  effective  in  forcing  the  subdivision,  sale,  or  expropriation  of  the  larger 
holdings  than  has  been  the  case  with  the  more  conventional  graduated  land  taxes 
used  in  Australia,  New  Zealand,  Brazil,  and  elsewhere. 

An  additional  consequence  of  these  systems  of  forced  delivery  at  fixed  prices 
is  to  place  commodities  in  governmental  hands  at  prices  that  permit  resale  to 
processors  and  consumers  at  substantial  profits.  The  system  thus  becomes  a 
revenue  producer,  and  a  device  for  withdrawing  capital  from  agriculture.  In  each 
of  these  manifestations  its  similarity  to  a  more  formal  tax  is  clearly  apparent. 
Where  it  has  been  most  rigorously  applied  it  has  become  almost  a  complete  sub- 
stitute for  both  the  price  system  and  the  tax  system,  as  they  concern  agriculture 
and  land. 

V.      The  Impact  of  Tenure  Reforms  on  Tax  Policy  and  Structure 

A  major  conclusion  at  this  point  in  the  discussion  is  that  land,  tax  and  tenure 
policies  are  inextricably  interrelated.  When  one  is  disturbed  the  others  are  affect- 
ed. As  Bloch  has  emphasized,  ".  .  .  if  a  tax  reform  is  undertaken  which  changes 
the  relationship  between  landlords  and  tenants,  it  has  significant  redistributive 
effects  and  is  already  the  beginning  of  an  over-all  land  reform." 35/  And  where 
land  reforms  have  been  undertaken  they  have  inevitably  had  implications  for  tax 
policy.  This  section  undertakes  an  examination  of  the  most  important  of  these 
effects. 

A.     Problem  of  Capital  Formation 

The  major  issue  involves  the  process  of  capital  formation,  in  both  the  agricul- 
tural and  non-agricultural  sectors  of  the  economy.  Basic  issues  of  policy  for 
economic  development  are  involved.  In  many  countries,  peasants  and  subsistence 
farmers  have  had  no  background  of  experience  in  investment-decision  making. 
They  have  not  been  accustomed  to  the  purchase  of  expensive  equipment  or  produc- 
tion requisites.  Neither  have  they  had  any  first-hand  contact  with  agricultural 
markets  or  the  marketing  process.  They  do  not  have  entrepreneurial  training. 36/ 
As  a  consequence,  some  programs  for  agricultural  development  assume  that~cKe 
peasant  population  cannot  make  capital  investment  decisions  wisely,  or  will  not 
risk  them  on  the  scale  necessary.  Following  this  reasoning  it  is  argued  that  the 
responsibility  for  capital  investment  decisions  in  agriculture  must  be  placed  else- 
where, in  a  cooperative  group,  a  collective  group,  or  the  state. 

If  it  is  desired  to  promote  investment  in  agriculture  by  existing  agriculturists 
in  underdeveloped  countries,  they  must  have  the  best  possible  climate  of  incentives 

35/  Bloch,  Henry  S.,  "Economic  Development  and  Public  Finance,"  in  The  Progress 
of  Underdeveloped  Areas,  op.  cit.,  p.  254. 

36/  A  careful  discussion  of  the  problems  involved  in  this  context  is  contained  in 
the  report  of  Working  Party  No.  17  on  "Land  Reform  and  Agricultural  Pro- 
duction" (Rainer  Schickele,  Chairman),  in  Proceedings  of  the  Conference  on 
World  Land  Tenure  Problems;  Part  III,  "Workshop  Reports"  (Madison, 
University  of  Wisconsin,  October  8-November  20,  195 1). 
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for  this  investment.  A  severe  burden  of  taxation  can  inhibit  the  development  of 
these  private  investment-makers  in  agriculture.  In  some  countries  today  the 
opposite  policy  prevails.  The  tax  structure  is  purposely  kept  high  in  order  to 
accumulate  a  surplus,  to  permit  the  state  to  make  the  investments  in  agriculture 
needed  for  its  modernization.  It  is  also  true  that  in  many  areas  (Russia,  eastern 
Europe)  where  the  capital  investment  decisions  for  agriculture  are  controlled  by 
the  state,  agricultural  "savings"  have  been  used  as  a  major  support  of  capital 
investment  in  the  non-agricultural  sectors  of  the  country.  One  is  reminded  of 
Stalin's  celebrated  comment  that  under  the  Soviets,  agriculture  in  Russia  has  been 
forced  to  pay  "something  of  a  tribute"  to  the  rest  of  the  economy. 37/ 

The  level  of  agricultural  taxes  therefore  is  partially  dependent  upon  the  course 
that  is  desired  for  the  flow  of  capital  into  agriculture.  If  the  flow  is  to  come  via  the 
individual  farmer  or  peasant,  taxes  should  not  be  so  high  as  to  prevent  individual 
producers  from  accumulating  capital  for  investment  in  their  enterprises.  If  a 
major  part  of  the  capital  to  be  invested  in  agriculture  is  to  come  via  the  state 
then  a  high  level  of  agricultural  taxation  may  be  necessary  to  permit  the  accumu- 
lation of  the  capital  needed. 

This  problem  in  its  most  acute  form  exists  in  countries  in  which  there  is  little 
or  no  wealth  and  income  producing  capacity  in  any  form  other  than  agricultural. 
If  tenure  reforms  in  these  areas  are  aimed  at  the  creation  of  a  system  of  privately 
owned  and  operated  peasant  and  family- sized  farms,  they  will  determine  the 
pattern  within  which  capital  formation  in  agriculture  can  take  place.  To  proceed 
with  reforms  of  this  nature,  and  at  the  same  time  to  lay  plans  for  large-scale 
internal  capital  transfers  out  of  agriculture  for  industrialization,  is  to  invite  the 
failure  of  both  policies. 

Underlying  these  conflicts  of  policy  is  an  issue  that  plagues  many  countries 
characterized  by  small  farm  units  and  dense  rural  populations.  Investments  in 
agricultural  capital  by  small  farmers  may  easily  lead  to  an  uneconomic  duplication 
of  equipment  and  draft  power.  A  single  horse  or  bullock  may  represent  overcapi- 
talization in  these  circumstances.  Hoarded  draft  power  and  underutilized  equip- 
ment are  a  pronounced  feature  of  the  agricultural  economies  of  several  European 
nations,  and  the  problem  is  not  unknown  in  sectors  of  the  United  States.  It  is  not 
difficult  to  understand  the  motives  that  have  led  some  governments  to  conclude 
that  a  measure  of  state  control  in  the  process  of  capital  investment  in  agriculture 
is  essential  if  scarce  capital  is  to  be  wisely  used. 

Distrust  of  the  investment-making  capacities  of  individual  peasants  is  not  the 
only  consideration  here  involved.  Conviction  that  an  underdeveloped  agrarian 
country  can  develop  its  economy  only  through  the  domestic  exploitation  of  its  own 
peasants  has  played  a  considerable  role  in  some  countries.  Whether  or  not  they 
can  be  taught  the  functions  of  entrepreneurs  is  not  an  issue,  from  this  point  of  view. 

37/  As  we  have  seen  above,  "taxation"  through  the  enforced  delivery  of  farm 
products  at  artificially  low  prices  has  been  the  principal  tool  used  to  exact 
this  tribute.  See  also  Volin,  Lazar,  "Stalin's  Last  Testament  and  the  Outlook 
for  Kolkhozy  During  the  Succession,"  Journal  of  Political  Economy,  LXI, 
No.  4  (August  1953),  p.  303. 
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They  must  not  be  permitted  to  invest  in  agriculture  on  the  scale  that  they  might 
like,  for  to  do  so  would  divert  capital  needed  for  industrial  expansion.  This  doc- 
trine lay  at  the  heart  of  the  controversy  among  Russian  economists  in  the  latter 
part  of  the  1920' s.  It  culminated  in  the  Five  Year  Plans,  and  in  the  decision  to  lift 
Russia  to  industrialized  status  by  means  of  the  peasants'  bootstraps. 38/ 

We  are  dealing  here  with  the  root  of  much  of  the  argument  regarding  the 
desirability  of  alternative  measures  of  land  reform  and  tax  policy.  If  it  is  deter- 
mined that  agriculture  is  to  provide  the  capital  for  non-agricultural  development, 
a  strong  foundation  has  been  laid  for  the  central  control  of  investment  decision- 
making in  agriculture.  A  tenure  reform  that  grants  ownership  rights  to  existing 
farm  operators  may  be  welcomed  by  the  peasants  but  rejected  by  the  planners. 
This  is  particularly  true  if  the  state,  through  tax  and  fiscal  policy  or  by  means  of 
mandatory  crop  deliveries,  is  determined  to  procure  from  agriculture  the  invest- 
ment capital  needed  for  industrial  growth. 

Enough  has  been  said  to  demonstrate  that  the  goals  of  tax  policy  as  well  as 
those  of  land  reform  rest  upon  complex  and  often  conflicting  theories  regarding 
the  proper  policies  for  economic  development  in  backward  areas.  These  conflicting 
beliefs  as  to  the  methods  of  capital  formation  are  in  turn  dependent  on  the  degree 
to  which  ultimate  industrialization  is  regarded  as  the  sine  qua  non  of  economic 
and  social  well-being.  A  tendency  is  apparent  in  some  areas  to  define  the  goals  of 
economic  development  in  terms  of  industrial  advancement,  at  the  expense  of  agri- 
culture. This  may  reflect  a  failure  to  appreciate  the  extent  to  which  industrial 
growth  and  agricultural  advancement  go  hand  in  hand.  An  increased  food  supply, 
achieved  at  the  cost  of  fewer  man-hours  of  labor  input,  is  unquestionably  one  of 
the  principal  foundation  stones  in  the  construction  of  an  industrial  society.  The 
present  level  of  development  in  some  economies  suggests  that  the  returns  to 
capital  invested  in  agricultural  production  may  be  far  higher,  in  terms  of  economic 
well-being  and  political  stability,  than  would  be  the  case  if  equivalent  sums  were 
invested  in  the  budding  industrial  sectors  alone. 

The  choices  of  both  land  tenure  and  tax  policies  are  dependent  on  the  resolu- 
tion of  these  issues.  They  depend  as  well  on  the  valuation  placed  by  the  society  on 
the  encouragement  of  a  numerous  group  of  land  owning  farmers.  To  explore  the 
value-judgments  here  involved  would  take  us  well  beyond  the  limits  of  this  discus- 
sion. To  ignore  them,  however,  is  to  leave  wide  the  door  for  future  tax  and  tenure 
policy  conflicts. 

Apart  from  these  ideological  clashes,  there  are  other  instances  in  which 
tenure  reforms  implicate  tax  policies.  Some  of  the  most  immediate  effects  are 
those  classified  above  under  the  production  effects  of  land  reforms.  While  these 
may  be  acutely  felt,  many  of  them  are  transitional.  It  is  in  the  distributive  effects 

38/  An  excellent  summary  of  this  development  is  given  by  Erlich,  Alexander, 
"Preobrazhenski  and  the  Economics  of  Soviet  Industrialization,"  Quarterly 
Journal  of  Economics,  LXIV,  No.  1  (February  1950).  In  the  same  vein,  Mitrany 
cites  the  Rumanian  economist  Zeltin,  who  was  asked  in  1922:  "But  whom  could 
a  poor  and  a  new  country  like  Rumania  exploit?  Only  its  own  natives  --  the 
peasants."  Mitrany,  David,  Marx  Against  the  Peasant,  University  of  North 
Carolina  Press  (195 1),  p.  56. 
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of  land  reform  that  most  of  the  longer  run  im plications  for  tax  policy  are  to  be 
found.  Replacing  a  small  number  of  large  holdings  with  a  multitude  of  owner- 
operators  may,  for  example,  make  it  administratively  difficult  to  undertake  the 
direct  taxation  of  agricultural  incomes  in  underdeveloped  countries.  In  addition 
the  necessity  for  large  capital  contributions  by  the  state  to  equip  and  house  the 
new  settlers  may  strain  to  the  utmost  fiscal  structures  already  inadequate  and 
overburdened. 

B.      Fiscal  Effects 

A  clearly  defined  example  of  this  financial  impact  of  land  reforms  on  public 
revenue  systems  is  provided  by  India.  In  the  areas  where  Zamindari  and  Jagirdari 
forms  of  tenure  prevailed  there  were  virtually  no  local  systems  of  public  revenue 
administration.  Abolition  of  these  tenure  forms  will  call  for  the  creation  of  entire 
systems  of  land  records,  assessments,  and  revenue  collection.  In  effect,  the  tenure 
reforms  in  these  areas  will  require  theconstructionof  a  complete  system  of  local 
government  and  administration.  The  costs  involved  in  creating  and  staffing  these 
local  institutions  constitute  one  of  the  most  burdensome  features  of  the  programs 
of  tenure  reform. 3 9/ 

One  of  the  most  serious  fiscal  strains  is  that  imposed  by  the  payment  of 
compensation  to  former  owners.  Ingenious  methods  have  been  resorted  to  in 
several  countries  to  ease  this  burden.  In  Taiwan  the  payment  of  compensation  to 
expropriated  owners  is  to  be  accomplished  by  the  aid  of  bonds  whose  face  value  is 
expressed  in  terms  of  rice  or  sweet  potatoes.  This  has  the  dual  goal  of  providing 
a  medium  of  payment  for  their  lands  in  terms  the  new  owners  understand,  while 
at  the  same  time  it  seeks  to  support  the  government-issued  compensation  bonds 
by  valuing  them  independently  of  the  current  money  unit. 

In  several  countries  a  major  redistributive  effect  of  land  tenure  reforms  has 
resulted  from  the  conscious  or  inadvertent  payment  of  only  partial  compensation 
to  former  landowners.  This  has  usually  resulted  in  one  of  three  ways:  (l)  Compen- 
sation has  been  consciously  based  on  value  levels  that  are  below  the  market  price 
of  land.  Suggestions  to  this  effect  have  been  made  in  several  of  the  Indian  states, 
where  it  has  been  proposed  that  land  values  be  fixed  at  some  relatively  low  multiple 
of  the  net  annual  rent.  (2)  Inflation  following  the  enactment  of  land  reform  legis- 
lation has  reduced  the  real  value  of  compensation  payments  to  levels  well  below 
land  values.  This  was  the  course  of  events  in  Finland  after  1918  and  in  Japan  after 
1946.  (3)  Compensation  has  been  based  on  land  values  as  assessed  for  tax  purposes. 

39/  The  following  quotation  is  particularly  relevant:  "A  revenue  system  depends, 
in  the  last  resort,  upon  a  good  system  of  village  records.  In  states  like  West 
Bengal,  Bihar,  Orissa,  Rajasthan  and  Ajmer,  there  are  scarcely  any  village 
records.  In  Hyderabad  and  certain  other  areas,  over  large  tracts,  there  existed 
a  system  of  village  records  maintained  by  Zamindars  and  Ja^irdars  through 
their  own  petty  employees.  These  records  were  seldom  of  adequate  quality  and 
could  not  be  fully  relied  upon.  .  .  It  would  not  in  fact  be  too  much  to  say  that  in 
some  states  because  of  defective  revenue  records  the  implementation  of 
reforms  already  enacted  will  remain  incomplete  and  may  even  raise  new 
problems  which  will  come  in  the  way  of  good  administration. "  The  First  Five 
Year  Plan.  Planning  Commission,  Government  of  India  (New  Delhi,  December 
7,   1952),  p.   186. 
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This   has   been  the   procedure   recently   followed   in  Egypt,  Finland,  Italy,  Taiwan, 
and  western  Germany. 

Where  assessed  values  have  been  used  as  a  basis  for  compensation  complaints 
have  been  made  that  this  amounts  to  partial  confiscation,  since  taxable  values  are 
frequently  below  current  market  prices  for  land.  This  has  led  to  fears  that  the 
threat  of  impending  land  reforms  will  create  a  distortion  of  the  tax  structure  in 
areas  where  some  owners  might  benefit  from  pre-reform  increases  in  assessed 
values.  On  these  grounds  strong  recommendations  have  been  made  in  the  Philip- 
pines against  the  use  of  assessed  values  as  a  basis  for  compensation. 40/  Whatever 
the  merits  of  this  argument  may  be,  it  is  clear  that  the  use  of  assessed  values  as 
a  basis  for  compensation  places  the  tax  structure  in  the  center  of  an  acute  political 
and  policy  struggle. 

A  related  problem  arises  from  the  necessity  for  directing  the  funds  paid  as 
compensation  to  former  owners  into  desirable  industrial  and  commercial  chan- 
nels. Parallel  with  its  recent  land  reform  laws,  the  Egyptian  government  is  pro- 
posing tax  exemptions  for  various  reclamation  and  land  improvement  undertakings. 
This  is  an  obvious  attempt  to  encourage  former  land  owners  to  invest  their  com- 
pensation funds  in  land  betterment  ventures.  In  the  Philippines  it  has  been  proposed 
that  long  term  serial  bonds  be  issued  as  compensation  for  surrendered  lands  and 
that  these  bonds  be  made  tax  exempt  in  order  to  persuade  the  owners  to  release 
land  voluntarily,  thus  saving  the  time  and  money  costs  of  expropriation  proce- 
dures.41/ 

In  each  of  these  instances  the  governments  are  proposing  a  conscious  reduction 
in  fiscal  revenues  in  the  hope  of  easing  the  transitional  effects  of  land  reforms.  In 
spite  of  these  and  other  similar  examples,  there  is  surprisingly  little  evidence  that 
governments  are  making  land  tax  concessions  to  the  new  owners  of  lands  received 
through  tenure  reforms.  No  tax  concessions  are  contained  in  the  Egyptian  laws, 
nor  under  the  Italian  or  Taiwan  legislation.  Neither  were  tax  concessions  granted 
the  beneficiaries  of  the  Japanese  land  reform  legislation.  On  the  contrary,  failure 
to  pay  the  regularly  assessed  land  taxes  constitutes  one  of  the  grounds  on  which 
the  Taiwan  government  can  repossess  lands  distributed  under  land  reform,  and 
similar  features  are  contained  in  the  land  reform  laws  of  Italy,  Egypt,  Japan  and 
western  Germany.  The  Japanese  legislation  specifies,  in  addition,  that  collection 
of  taxes  shall  take  precedence  over  collection  of  the  annual  purchase  payments  from 
the  newly  established  owner-farmers. 42/  If  some  form  of  fiscal  relief,  assistance, 
or  subsidy  is  to  be  granted  to  new  owners,  the  preference  in  each  of  the  countries 
cited  seems  to  be  to  extend  it  in  some  way  other  than  through  the  reduction  or 
remission  of  land  taxes. 

These  considerations  introduce  the  possibility  of  tax  policy  conflict  resulting 
from  relations  between  central  and  local  governments  concerned  in  land  reforms. 

40/   Report    and    Recommendations  of  the   Advisory   Committee  on  Large  Estate 

Problems.    Office    of    Economic    Coordination,    Republic    of    the   Philippines 

(Manila,  April  1951),  p.  21. 
41/   Ibid.,  pp.  40-41. 
42/    Art.    26,  "Owner-farmer  Establishment  Special  Measures  Law,"  Agricultural 

Land    Reform    Legislation,    Ministry    of    Agriculture    and    Forestry   (Tokyo, 

September  1949),  pp.  37-38. 
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The  fiscal  strains  imposed  by  land  reforms,  while  burdensome,  may  be  within  the 
absorptive  capacity  of  the  central  government  but  may  overwhelm  local  govern- 
ments. A  common  practice  in  many  land  reform  schemes  involves  the  expropria- 
tion of  lands  by  the  central  government  and  their  later  distribution  to  new  owners 
after  surveys  and  improvements  have  been  completed.  This  process  can  result  in 
the  removal  of  large  acreages  from  the  land  tax  rolls  for  several  years.  In  areas 
of  Latin  America,  India,  and  the  Philippines,  for  example,  the  expropriation  of  a 
single  estate  would  reduce  by  half  or  more  the  assessed  value  base  of  the  local 
taxing  unit  involved.  As  a  consequence,  one  of  the  fiscal  implications  of  land  reform 
may  be  the  necessity  for  central  government  support  of  local  government  during 
the  transitional  period. 

VI.      Suggestions  for  Further  Research 

The  foregoing  discussion  has  indicated  a  variety  of  instances  in  which  land 
tenure  and  tax  policies  have  interacted  upon  each  other.  In  some  cases  the  results 
have  been  foreseen;  in  others  they  have  been  inadvertent,  capricious,  and  some- 
times harmful.  The  recommendations  for  further  research  that  follow  are  made 
with  two  purposes  in  mind:  (a)  To  reduce  the  area  of  unintentional  effects  of 
shifts  in  either  tax  or  tenure  policies;  (b)  To  provide  a  base  for  the  more  accurate 
appraisal  of  the  consequences  of  land  tax  and  tenure  policies  upon  programs  for 
economic  development.  To  simplify  the  presentation,  the  suggestions  are  made  in 
terms  of  a  series  of  problem  situations  followed  by  recommendations  for  research. 

(l)     The   introduction  of  a  money  economy,  with  parallel  developments  in  the 
concept  of  freedom  of  contract  and  individual  ownership,  has  repeatedly  led  to  the 
excessive   alienation   of  lands  from  individuals  who  formerly  participated  in  some 
form   of  communal  tenure.  The  methods  of  taxation  used  have  often  contributed  to 
this  process  of  alienation  and  parcelization. 

Suggested  Research:  A  study  of  the  consequences  of  taxation  policies 
for  tenure  development  in  selected  native  culture  areas  of  Africa,  Latin 
America,  India,  and  southeast  Asia.  In  terms  of  the  seriousness  of  the 
problem,  the  probable  availability  of  research  data,  or  the  importance  of 
local  experience  with  various  alternative  policies,  the  following  countries 
could  be  considered:  Nigeria,  Kenya,  the  Belgian  Congo,  Bolivia,  Peru, 
India,  and  Indonesia. 

(2)  Density  of  population,  scarcity  of  arable  land,  limited  capital,  or  the 
existence  of  past  cultural  patterns  of  communal  activity  have  led  some  countries 
to  experiment  with  various  forms  of  cooperative  or  group  tenure  and  use  of  agri- 
cultural lands.  Special  problems  have  arisen  in  the  process  of  imposing  agricul- 
tural taxes  on  these  communal  enterprises. 

Suggested  Research:  A  study  of  the  methods  used  in  connection  with 
taxation  and  the  support  of  government  in  areas  of  communal  land  use. 
Examples  that  could  be  considered  are:  The  ejidos  of  Mexico;  the  kibbutz 
of  Israel;  the  Gezira  scheme  in  the  Sudan;  various  forms  of  cooperative 
settlement  recently  undertaken  in  India  and  Pakistan;  and  the  proportional 
profit  farms  of  Puerto  Rico. 
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(3)  Inadequate  survey  and  defective  records  of  land  ownership  have  made  it 
difficult   in  many   areas   to   introduce    reforms  in  either  the  tax  or  tenure  system. 

Suggested  Research:  A  study  of  the  methods  of  cadastral  survey  and 
title  registration  adapted  to  the  needs  of  areas  in  which  neither  time  nor 
cost  considerations  will  permit  the  completion  of  detailed  records.  Full 
consideration  should  be  given  to  the  possibilities  presented  by  techniques 
of  aerial  photogrammetry  and  to  simplified  title  registration  systems 
following  the  Torrens  model.  The  recent  experiences  of  Taiwan  should 
be  drawn  upon  in  this  regard. 

(4)  Systems  of  land  assessment  for  tax  purposes  have  in  some  countries 
been  dominated  by  the  past  history  of  land  tenure  and  use.  Assessed  values  have 
not  reflected  the  productive  potential  of  the  land,  nor  have  they  distinguished 
between  native  soil  fertility  and  levels  of  productivity  made  possible  by  superior 
management  or  the  intensive  application  of  capital  and  labor.  The  result  has  been 
to  penalize  the  superior  operator  or  to  condone  the  extensive  use  of  productive  land. 

Suggested  Research:  A  study  of  systems  of  soil  appraisal,  land  classifi- 
cation, and  assessment  that  have  been  devised  to  reflect  the  potential 
income  earning  powers  of  land  and  that  do  not  place  a  tax,  in  the  form  of 
increased  assessed  values,  on  the  performance  of  superior  management. 
The  soil  appraisal  and  tax  assessment  systems  of  Denmark,  the  Nether- 
lands, and  Germany  may  provide  valuable  experience  in  this  regard  for 
other,  less  developed  areas. 

(5)  The  payment  of  compensation  to  owners  of  lands  taken  over  under  land 
reform  places  a  severe  burden  on  fiscal  systems  in  many  countries.  Where  bonds 
are  issued  they  may  affect  the  capital  market  unfavorably.  It  is  also  possible  that 
funds  paid  out  as  compensation  may  not  be  reinvested  with  the  best  interests  of 
economic  development  in  mind. 

Suggested  Research:  A  study  of  the  success  achieved  in  the  use  of 
commodity-based  compensation  bonds,  as  in  Taiwan;  the  relative  merits 
of  non-negotiable  as  against  freely  negotiable  bonds;  and  the  uses  that  may 
be  made  of  income  tax  exemptions  or  other  tax  incentives  in  directing 
compensation  funds  into  economically  productive  channels.  The  exper- 
iences of  Italy  and  Egypt,  in  addition  to  those  of  Taiwan,  may  be  partic- 
ularly valuable  in  this  regard. 

(6)  Providing  housing  and  equipment  for  new  farms  that  have  been  established 
or  enlarged  through  land  reforms  has  placed  critical  strains  on  governmental 
credit  and  fiscal  systems.  These  strains  have  in  several  countries  contributed  to 
inflationary  tendencies  and  have  weakened  the  fiscal  powers  of  the  state. 

Suggested  Research:  A  study  of  the  fiscal  and  credit  measures  used  in 
selected  countries  in  financing  the  equipment  and  development  of  newly 
established  farms.  Among  the  countries  whose  recent  experience  should 
be  drawn  upon  for  this  study  are:  Finland,  Germany,  Denmark,  and 
Mexico. 
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(7)  The  cost  of  preparing  new  records  of  land  ownership  and  of  assessed 
values  for  tax  purposes  is  an  obstacle  to  the  success  of  programs  for  the  consol- 
idation of  strip  parcels  and  fragmented  holdings.  The  major  part  of  this  cost  burden 
falls  upon  local  tax  and  revenue  offices.  Lacking  assistance  from  the  central 
government,  these  offices  are  often  unable  to  proceed  with  any  large-scale  prog- 
ram of  thorough -going  consolidation. 

Suggested  Research:  A  study  of  the  relative  merits  of  various  alterna- 
tive programs  of  subsidy  by  central  governments  to  enable  public  revenue 
authorities  to  assume  a  part  of  the  costs  involved  in  ,land  consolidation 
programs.  A  summary  of  the  experience  of  the  following  countries  would 
contribute  greatly  to  the  aims  of  this  study:  Switzerland,  Denmark, 
France,  Germany,  and  Burma. 

(8)  A  pattern  of  large  hereditary  land  holdings  in  some  areas  is  associated 
with  the  absence  of  significant  estate  or  inheritance  taxation.  Where  this  pattern 
predominates,  it  tends  to  hamper  the  development  of  inheritance  and  estate  taxation 
policy     in    both    the    agricultural    and    non-agricultural    sectors    of  the  economy. 

Suggested  Research:  A  study  of  the  effectiveness  of  estate  and  inheri- 
tance taxation  in  securing  a  gradual  reduction  in  the  number  of  large 
agricultural  holdings  and  in  minimizing  the  restrictive  social  and  economic 
aspects  of  hereditary  control  of  agricultural  wealth.  The  experience  of  the 
United  Kingdom  should  be  of  particular  value  in  this  regard. 

(9)  Several  countries,  notably  Sweden,  Finland,  and  Denmark,  have  sought  to 
prevent  the  purchase  of  agricultural  land  by  non-farmers  or  investor  buyers. 
Enforcement  of  this  policy  has  been  attempted  through  administrative  means,  by 
requiring  that  land  transfers  be  approved  before  they  have  legal  validity.  Other 
countries  have  sought  similar  goals  via  the  use  of  progressive  taxes  on  lands 
absentee  owned,  as  in  Australia  and  New  Zealand,  or  by  the  exemption  of  "Home- 
steads," or  certain  minimum  sized  areas  from  land  taxes,  as  in  certain  states  of 
the  United  States,  Brazil,  etc. 

Suggested  Research:  A  study  of  the  relative  merits  of  the  use  of  tax 
policy  (taxes  on  absentee  owners,  "homestead  exemptions,"  etc.) as  com- 
pared to  administrative  techniques  in  discouraging  the  speculative 
purchase  of  farm  lands  by  non-farmers.  One  approach  in ight  be  to  under- 
take a  specific  comparison  of  the  policies  of  Sweden  and  New  Zealand  in 
this  regard,  in  order  to  draw  lessons  that  may  be  of  value  to  less  devel- 
oped countries  presently  concerned  about  increases  in  the  ownership  of 
farm  land  by  non-agriculturalists. 

(10)  Some  programs  of  land  tenure  reform  will  require  the  strengthening 
(or  in  some  areas,  the  creation)  of  local  systems  of  government  and  revenue 
collection.  Reference  has  been  made  above  to  the  extent  of  this  problem  in  certain 
Indian  states.  Similar  conditions  prevail  in  parts  of  the  Philippines,  and  in  several 
countries  of  Latin  America. 
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Suggested  Research:  A  comparative  study  of  alternative  forms  of  organ- 
ization for  local  government  and  revenue  collection  in  areas  undergoing 
large  scale  land  reforms.  The  study  and  recommendations  of  the  Plan- 
ning Commission  of  India  could  be  drawn  upon,  in  this  regard,  as  could 
the  colonial  experiences   of  Belgium,    France,    and   the   United  Kingdom. 

VII.     Conclusion 

The  foregoing  suggestions  for  further  research  do  not  exhaust  the  possibilities 
for  profitable  study  of  the  interrelations  of  agricultural  taxation  and  land  tenure 
policies  and  programs.  A  definitive  survey  of  these  problems  is  handicapped  by 
the  extremely  wide  range  in  conditions  of  land  tenure  and  in  public  revenue  sys- 
tems among  underdeveloped  countries.  Some  areas  have  been  living  under  the 
conditions  of  a  money  economy  for  centuries,  and  possess  relatively  well  developed 
systems  of  government,  taxation,  and  land  tenure.  Other  areas  have  only  recently 
assumed  the  responsibilities  of  self-government  and  are  examining  for  the  first 
time  the  adequacy  of  their  revenue  and  tenure  structures.  Still  other  areas  with 
which  we  have  been  concerned  in' this  paper  have  yet  to  achieve  self-government, 
or  to  experience  the  full  impact  of  a  money  economy.  In  this  circumstance  any 
attempt  to  generalize  upon  problem  situations  or  to  offer  concrete  suggestions 
for  further   research  must  be   undertaken  with  caution  and  interpreted  with  care. 
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5.     THE  ADAPTATION  OF  INCOME  TAXATION  TO  AGRICULTURE 
IN  UNDERDEVELOPED  COUNTRIES 

By  Walter  W.  Heller* 
Professor  of  Economics,  University  of  Minnesota 


This  paper  seeks  to  provide  a  better  basis  for  planning  research  (l)  on 
methods  by  which  the  income  tax  can  be  made  a  more  workable  and  effective 
instrument  of  taxation  in  the  agricultural  sector  of  underdeveloped  economies, 
and  (2)  on  methods  of  improving  adminstrative  techniques  used  in  taxing  agricul- 
ture, as  exemplified  by  the  problem  of  adapting  the  income  tax  to  this  task.  To 
this  end,  the  paper  will  (l)  review  briefly  the  factors  which  make  an  agricultural 
income  tax  in  one  form  or  another  attractive  in  concept,  if  not  in  practice,  to 
underdeveloped  countries;  (2)  consider  the  problems  faced,  and  some  of  the 
approaches  adopted,  in  such  taxation;  and  (3)  survey  significant  experiences  which 
can  be  brought  to  bear  on  this  problem  as  sources  of  historical  evidence  and 
testing  grounds  for  possible  solutions. 

I.      Attractions  of  Income  Taxation  in  the  Rural  Sector 

Abstracting  from  administrative  and  compliance  limitations,  an  income  tax 
has  a  number  of  attractions  relative  to  other  forms  of  taxation  that  might  be 
applied  to  agriculture  in  underdeveloped  economies. 

A.      As  an  Equity  and  Distributional  Instrument 

The  individual  income  tax  classifies  people  according  to  income  size  (adjusted, 
if  desired,  for  source)  and  family  status,  which  are  generally  preferred  as  the 
basic  indicators  of  ability  to  pay.  It  is,  therefore,  recognized  as  the  tax  instrument 
best  suited  to  put  the  criterion  of  equity  into  effect.  Its  features  of  personal  exemp- 
tions and  graduated  rates  particularly  commend  it  to  use  in  the  rural  sectors  of 
less  advanced  economies,  many  of  which  are  characterized  by  a  mass  of  income 
units  living  close  to  subsistence  side-by- side  with  a  few  great  wealth  concentra- 
tions. Where  consumption  taxes  are  heavy  and  land  tax  burdens  have  been  lightened 
by  inflation,  the  progressive  income  tax  attracts  governments  which  desire  to 
redress  these  distributional  grievances.  Moreover,  especially  in  the  absence  of 
data  to  compare  relative  tax  burdens,  a  society's  distributional  preferences  can 
be  more  certainly  and  effectively  carried  out  under  an  economy-wide  personal 
income     tax     than     under    separate    forms    of    taxation    for  the  separate  sectors. 

Professor    Heller    prepared    this    paper    as    a    consultant  to  the  International 
Program  in  Taxation. 
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It  should  be  recognized,  of  course,  that  progressive  taxes  on  property  or  land 
holdings  or  net  wealth  are  also  attractive  for  carrying  out  distributional  prefer- 
ences. Property  is  often  more  unevenly  distributed  than  income.  Frequently,  the 
largest  property  aggregations  contain  substantial  speculative  and  hoarding  ele- 
ments. Wealth  taxes  are  better  adapted  to  reaching  these  elements  than  income 
taxes.  The  wealth  tax  approach  may  also  be  preferred  if  the  redistributive  empha- 
sis is  strongly  on  reduction  of  inequality  of  resources  and  opportunities  rather 
than  reduction  of  inequality  of  rewards.  Countries  may  prefer  to  recast  their 
existing  land  or  property  taxes  into  personal  and  progressive  form  rather  than 
adopt  an  income  tax.  Many  of  the  problems  raised  and  much  of  the  research  in- 
volved in  such  recasting  are  the  same  as  for  introduction  of  a  personal  income  tax. 

B.  As  a  Mobilizer  of  Savings 

The  monetary  savings  potential  of  the  agricultural  community  in  underdevel- 
oped countries  is  usually  very  unevenly  distributed,  a  large  proportion  of  it  being 
concentrated  in  a  few  hands.  A  tax  which  exempts  the  great  mass  of  the  rural 
population  but  taxes  progressively  the  large  incomes  offers  promise  as  an  instru- 
ment for  locating  and  tapping  the  surplus  elements  which  can  be  spared  for  produc- 
tive investment;  Although  care  has  to  be  exercised  not  to  undermine  whatever 
private  inducement  to  invest  may  exist,  and  thus  offset  government  developmental 
efforts,  this  objection  is  ordinarily  less  forceful  in  the  agricultural  than  in  the 
industrial  sector.  The  large  incomes  tend  to  be  non-entrepreneurial,  being  derived 
in  large  part  from  rent  and  interest.  According  to  Schultz,  it  is  not  uncommon  in 
parts  of  the  Orient  where  little  or  no  economic  development  has  occurred  for  as 
much  as  25-30  per  cent  of  the  national  income  to  be  represented  by  the  rent  of 
agricultural  land;  he  notes  that  there  are  situations  in  particular  communities 
where  as  much  as  50  per  cent  of  income  represents  rent  of  agricultural  land.  1/ 
In  terms  of  a  national  program  for  economic  development,  such  rental  income 
deserves  a  low  ranking  both  as  to  source  and  as  to  use.  It  is  usually  drawn  from 
inactive  land  ownership  (and  often  supplemented  by  interest  from  usurious  money- 
lending)  and  is  often  channeled  mainly  into  luxury  consumption,  hoarding,  spec- 
ulation, and  capital  flight.  An  effective  income  tax  could  thus  gather  substantial 
funds  for  developmental  capital  formation  with  little  impairment  of  essential  eco- 
nomic activity.  Where  large  accumulations  of  land  characterize  the  rural  sector 
and  the  prospects  for  land  reform  are  remote,  the  funds  siphoned  away  from 
tenant-cultivators  by  landlords  are  an  especially  attractive  target  for  income 
taxation. 

C.  As  an  Incentive  Device 

From  the  preceding  points,  it  follows  that  the  "income  effect"  of  the  income 
tax  may  be  strong  relative  to  the  "substitution  effect"  in  the  upper  income  ranges 
of  the  agricultural  sector.  That  is,  by  reducing  the  incomes  of  large  landholders, 
traders,  and  money  lenders,  the  income  tax  may  motivate  them  to  seek  more 
productive  employment  of  their  resources  to  restore  their  incomes.  This  assumes, 
of  course,  that  their  rents  and  interest  charges  on  tenants  have  already  reached 
their  upper  limits.  Progressive  income  taxes  in  the  rural  sector  have  also  been 
recommended  at  times  in  order  to  stimulate  disposal,  or  at  least  discourage 
further  accumulation,  of  large  land  holdings. 


1/      Schultz,     T.W.,    The    Economic    Organization    of    Agriculture   (1953),   p.  318. 
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Progressive  inheritance  taxes,  land  taxes,  and  net  worth  taxes  would  probably 
be  even  more  effective  for  these  purposes.  Their  "income  effect"  is  likely  to  be 
fully  as  powerful  as  that  of  the  income  tax,  or  more  so,  while  their  disincentive 
effects  on  productive  efforts  will  be  less  pronounced  because  of  the  much  more 
remote  linkage  between  such  efforts  and  the  tax  liability. 

D.      As  a  Source  of  Revenue  in  Inflation  and  Expansion 

In  the  face  of  rising  price  levels,  income  taxes  may  be  considerably  more 
effective  than  existing  land  taxes  in  maintaining  revenues  of  government  from  the 
rural  sector.  In  the  period  since  1940,  inflation  has  in  many  countries  sharply 
reduced  the  weight  of  inelastic  taxes,  especially  land  taxes.  Where  ownership  and 
operation  are  separated,  rents  may  be  adjusted  upward  for  inflation,  while  taxes 
lag  well  behind.  In  real  terms,  revenues  are  thus  reduced  and  inequality  of  incomes 
is  increased.  Since  the  progressive  income  tax  bears  especially  on  those  who 
benefit  from  price  inflation  relative  to  those  who  do  not,  its  revenue  superiority 
is  buttressed  by  obvious  equity  and  anti- inflationary  advantages  over  fixed-sum 
taxes. 

Just  as  it  responds  nicely  to  inflation,  the  income  tax  meets  the  specifications 
for  a  tax  which  will  draw  into  government  coffers  a  large  proportion  of  the  pro- 
ceeds of  economic  development.  In  development  programs  which  call  for  progress 
and  improvement  in  agriculture  as  the  underlying  source  of  the  capital  required 
for  industrialization,  the  application  of  the  income  tax  to  agriculture  is  particularly 
attractive.  It  responds  progressively  to  such  increases  while  land  taxes  and  con- 
sumption taxes  respond  only  proportionately  or  less  so.  By  the  same  token,  of 
course,  the  income  tax  has  greater  disincentive  effects  on  the  private  work  and 
risk-taking  efforts   which  governments  seek  to  induce  to  accelerate  development. 

II.      Problems  Involved  in  Taxing  Agricultural  Income 

On  the  face  of  it,  the  outlook  for  effective  application  of  an  income  tax  in  most 
underdeveloped  "countries  may  be  unpromising,  especially  in  application  to  the 
agricultural  sector.  Nonetheless,  certain  forms  of  taxation  and  techniques  of 
application  have  been  developed  which  may  enable  underdeveloped  countries  to  tax 
agricultural  income  with  tolerable  effectiveness.  A  number  of  these  countries 
already  tax  such  income. 

A.      Barriers  Encountered 

Numerous  obstacles  are  encountered  in  trying  to  tax  agricultural  income. 
(l)  In  all  farming  where  food  crops  are  important  and  especially  where  subsistence 
farming  predominates,  it  is  difficult  both  to  assess  incomes  accurately  and  to 
collect  taxes.  (2)  To  the  extent  that  income  taxation  relies  on  self-assessment 
and  maintenance  of  records,  it  requires  literacy;  yet,  "illiteracy,  like  exclusion 
from  the  money  economy,  is  most  characteristic  of  the  poorest  farmers  .  .  ."2/ 
(3)  Self-assessment  requires  also  a  relatively  high  degree  of  tax  morale;  yet, 
hostility    to    the    tax    gatherer    is    probably    at    its  height  in  the  rural  community 

2/  Goode,  Richard,  "Reconstruction  of  Foreign  Tax  Systems,"  Proceedings  of  the 
Forty- Fourth  Annual  Conference  of  the  National  Tax  Association,  November 
26-29,  1951  (Sacramento,  1952),  p.  2  14.  In  this  paper,  Mr.  Goode  lists  the  pre- 
conditions for  success  in  income  taxation. 

272 


(especially  in  regions  where  the  return  flow  from  government  is  either  not  evident 
or  not  large).  (4)  The  high  degree  of  honesty,  efficiency  and  technical  competence 
required  for  income  taxation  may  not  be  forthcoming  in  many  underdeveloped 
countries. 

The  foregoing  barriers  are  formidable  and  have  dissuaded  many  less  advanced 
countries  from  taxing  individual  incomes  at  all.  In  the  case  of  Pakistan,  India,  and 
Turkey,  they  have  been  an  important  factor  indecisions  to  exempt  the  agricultural 
sector  from  national  income  taxes.  But  while  the  difficulties  of  both  assessment 
and  collection  of  an  income  tax  from  the  rural  population  are  great,  some  forms 
and  methods  have  been  developed  which  may  be  able  to  provide  either  a  partial  or 
a  more  general  solution  to  the  administrative  and  compliance  problems  of  agri- 
cultural income  taxation. 

B.      Possible  Approaches  to  Taxation  of  Agricultural  Income 

Among  the  partial  solutions  are:  (a)  taxing  only  selected  forms  of  income 
which  arise  in  the  agricultural  sector,  namely,  landlords'  rents,  money  lenders' 
interest,  and  traders'  and  processors'  profits  --  this  approach  concentrates  on 
the  types  of  income  which  are  likely  to  be  in  monetary  form  and  associated  with 
middle  and  upper  income  groups;  and  (b) taxing  only  incorporated  farming  ventures 
and  other  forms  of  large-scale  agricultural  production  (like  plantation  farming) 
which  can  be  assimilated  to  the  corporate  sector  of  the  tax  base. 

Another  approach  is  that  of  special  land  income  taxes.  Korea,  for  example, 
taxes  land  income  separately.  Lands  producing  staple  crops  are  taxed  according 
to  the  amount  of  their  assessed  yield,  at  graduated  standard  rates  of  from  15  to 
28  per  cent.  (Substantially  higher  tax  rates  apply  when  net  income  is  used  as  the 
basis  of  assessment. )3/ 

A  related  approach  is  to  include  agricultural  income  under  a  separate  sched- 
ule of  a  schedular  income  tax,  as  in  several  South  American  countries. 

Going  one  step  further  toward  assimilation  to  a  "global"  income  tax,  agricul- 
tural income  may  be  included  in  the  general  income  tax  base,  but  assessed  on  a 
presumptive  basis.  Switzerland,  for  example,  sets  up  a  schedule  of  presumptive 
assessment  for  each  farm  every  ten  years;  the  farmer  can  ask  to  be  taxed  on 
actual  income  whenever  it  is  less  than  two-thirds  of  the  presumptive  income, 
while  the  administration  can  tax  on  actual  income  if  it  is  one-third  or  more  above 
the  presumptive  income. 

Finally,  agricultural  income  may  be  included  wholly  inline  with  other  income 
(except  for  relatively  minor  variations  in  definition  and  application),  as  under  the 
United   States   income   tax   and,    since   about  1950,  under  the  British  income  tax. 4/ 

The  taxation  of  agricultural  income  under  the  British  income  tax  has  gone 
through    several   stages   which   are   instructive   in  connection  with  the  tax  problem 


3/      See  Part  Four,  No.  9,  this  volume. 

4/     Other    examples    of    income   taxes   in  application  to   agriculture  are  given  in 
Part  IV,  No.  1  (Sec.  IV),  this  volume. 
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in  less  advanced  economies.  During  the  19th  century,  "The  theory  underlying  the 
method  of  assessing  farming  on  a  different  basis  from  other  businesses  was  that 
a  farmer's  profits  were  held  to  bear  definite  relationship  to  the  rental  value  of  the 
land.  There  were  also  the  practical  considerations  that  farmers  in  the  19th  century 
were,  as  a  class,  scarcely  capable  of  keeping  books  of  account  .  .  .  "5/  From  1887 
until  the  past  decade,  farmers  in  Britain  had  the  option  of  being  charged  on  the 
lower  of  actual  profits  or  annual  rental  value.  However,  in  the  past  few  years,  "the 
whole  concept  of  the  relationship  of  farming  profits  to  the  annual  value  of  the  land 
[has)  been  abandoned  and  replaced  by  the  theory  that  farming  is  a  business  like 
any  other  and  must  be  treated  as  such. "6/ 

Depending  on  the  direction  their  development  has  taken,  the  land  and  rural 
property  taxes  of  many  countries  have  come  to  approximate  income  taxes  in 
greater  or  lesser  degree.  The  rural  land  or  property  tax  in  Western  Europe,  for 
example,  is  often  based  on  long-run  average  income  multiplied  by  some  conven- 
tional capitalization  figure.  Assessment  in  India  and  Pakistan  is  typically  based 
on  net  or  gross  produce  of  the  land,  while  rent  is  used  as  the  basis  for  assess- 
ment in  many  of  the  Latin  American  and  Middle  Eastern  countries.  Compulsory 
deliveries  of  farm  produce  below  prevailing  market  prices,  especially  where 
these  deliveries  are  "levied"  at  progressive  rates,  also  approximate  an  income 
tax. 7/ 

C.      Major  Problems  to  be  Solved 

This  brief  review  of  forms  of  income  taxation  that  have  been  applied  to  the 
rural  sector  and  of  land  taxes  with  income  tax  attributes  suggests,  first,  that 
possibilities  exist  for  overcoming  the  obstacles  listed  above,  and  second,  that  a 
considerable  fund  of  experience  can  be  drawn  upon  in  appraising  these  possibilities 
and  in  formulating  principles  of  income  tax  structure  and  administration  for  the 
agricultural  sector.  Many  problems  have  to  be  solved  in  this  process.  Among  the 
major  ones  are  the  following: 

1.  To  achieve  a  satisfactory  method  of  determining  gross  land  income. 
The  method  should  be  within  the  administrative  capacities  of  the  tax  officials 
of  underdeveloped  countries  and  still  sufficiently  responsive  to  changes  in 
yields,  prices,  and  costs  so  that  it  will  not  "degenerate  into  a  rate  based  on 
stereotyped  assessments." 8/  Various  presumptive  techniques' may  be  able 
to  combine  such  characteristics. 


5/  McGregor,  Gwyneth,  "Property  Taxation  in  the  United  Kingdom  Income  Tax," 
Canadian  Tax  Journal  (July-August  1953),  p.  381. 

6/      Ibid.,  p.  383. 

7/  For  example,  in  Taiwan,  where  the  land  tax  is  levied  in  kind,  the  "surplus 
product"  of  large  holders  of  paddy  land  is  requisitioned  at  graduated  "rates" 
ranging  from  40  to  60  per  cent.  (ECAFE/I  &  T/FED/11,  August  6,  1953, 
"Experience  in  Taiwan  in  Introducing  a  Tax  Element  into  Government  Aid  to 
Agricultural  Producers  and  Food  Transactions,"  a  working  paper  prepared 
by  Chang,  T.  M.  and  Hong,  C.  S.,  for  the  meeting  of  experts  on  financial  aspects 
of  economic  development  programs  in  Asia  and  the  Far  East,  September  1953). 

8/      The  Economist  (August  22,   1953),  p.  505. 
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2.  To  develop  methods  of  checking  on  rental  and  interest  charges  against 
cultivators,  both  as  expenses  to  them  and  as  income  to  the  landholders  and 
money-lenders.  The  solution  to  this  problem  is  not  readily  apparent. 

3.  To  ascertain  other  expenses  of  production,  again,  perhaps,  by  presumptive 
techniques. 

4.  To  "personalize"  the  tax  base  in  the  sense  of: 

(a)  bringing  together  all  land  parcels  belonging  to  each  individual,  so  that 
the  income  assessments  on  them  may  be  aggregated,  and 

(b)  determining   and   allowing  for   the   marital   and  dependency  status  and 
possibly  other  personal  circumstances  of  the  taxpayer. 

5.  To  devise  methods  of  collecting  the  tax,  especially  in  the  predominantly 
non-money  rural  economies.  Collections  in  kind  may  provide  part  of  the 
answer. 

III.      Research  Subjects  and  Relevant  Experience 

In  the  search  for  solutions  of  the  foregoing  problems,  perhaps  the  most 
promising  areas  for  research  are  in  (l)  methods  of  presumptive  income  and 
expense  determination,  and  (2)  methods  of  collecting  taxes  in  kind.  Additionally, 
one  might  consider  (3)  how  rural  rents,  interest,  and  middle-man  profits  might 
be  reached  under  an  income  tax,  (4)  to  what  extent  singling  out  large  land  produc- 
tion units,  incorporated  or  otherwise,  for  income  taxation  has  been  successful, 
and  what  part  of  the  overall  problem  this  solves,  and  (5)  whether  experiences  with 
"personalized"  land  taxes  in  certain  countries  have  been  successful. 

A.      Presumptive  Assessment  of  Agricultural  Income 

Income  determination  is  obviously  the  foundation  of  income  taxation.  Finding 
a  way  to  determine  the  income  of  land  parcels  with  tolerable  accuracy  does  not, 
of  course,  solve  the  agricultural  income  tax  problem  as  a  whole.  There  still 
remains  the  determination  of  the  ownership  of  the  parcels,  the  income  rights  to 
the  parcels,  the  size  of  the  taxpayers'  families,  and  the  enforcement  and  collection 
of  the  tax.  But  none  of  the  other  aspects  becomes  significant  in  this  context  until 
the  income  has  been  assessed.  In  a  sense,  this  is  the  most  basic  research  problem 
in  this  area. 

Research  on  this  subject  would  seek  to  determine  what  the  various  alternative 
approaches  to  presumptive  assessment  are;  what  they  require  by  way  of  data  on 
land,  its  produce,  production  expenses,  and  the  like;  and  what  light  experience  to 
date  can  shed  on  the  feasibility  of  applying  these  methods  and  obtaining  the  data 
they  require.  This  search  would  undoubtedly  lead  to  an  examination  of  the  presump- 
tive techniques  that  have  been  used  in  determining  the  income  or  produce  base  for 
land  tax  assessments  and  the  possibilities  of  adapting  these  to  the  purposes  of  an 
agricultural  income  tax.  One  would  want  to  go  beyond  the  experience  of  economi- 
cally underdeveloped  countries  like  India  and  Pakistan  and  compare  it  with  the 
experience  of  some  of  the  Western  European  countries  like  Switzerland  which 
already  utilize  the  presumptive  technique  under  their  income  taxes.  This  would  be 
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particularly  helpful  in  bringing  to  light  the  modifications  in  presumptive  techniques 
for  land  tax  purposes  that  would  be  necessary  to  adapt  them  to  use  in  income  taxa- 
tion. The  experience  of  Latin  American  countries  with  their  global  and  schedular 
income  taxes  in  application  to  agriculture  might  also  provide  relevant  experience. 

1.      League  of  Nations  Fiscal  Committee  Report 

In  considering  the  detailed  lines  of  inquiry  on  presumptive  assessment  tech- 
niques for  agricultural  income,  one  should  take  into  account  the  suggestions  arising 
out  of  the  deliberations  in  1940  of  the  Fiscal  Committee  of  the  League  of  Nations 
on  the  subject  "Technical  Principles  of  Taxation:  Income  Tax  Practice."  The 
Committee's  report  on  the  subject  of  presumptive  determination  of  income  from 
agriculture  and  livestock  raising  reads  in  part  as  follows:  9/ 

"178.    Three    main    types  of  presumptive   assessment  may   be  applied  in  the 
case  of  agricultural  income: 

1.  Assessment  on  the  basis  of  the  land  tax  which  presents  itself  as  a 
simplification  as  the  administration  may  use  the  work  already  done  for 
the  establishment  of  another  tax. 

This  system  has,  however,  the  drawback  that  there  exists  no  definite 
relation  between  the  rental  value  of  a  piece  of  land  and  the  profit  derived 
from  its  exploitation. 

2.  Taxation  on  the  basis  of  indices,  such  as  surface  exploited,  nature  of 
the  sowings,  number  and  kind  of  trees  planted,  cattle,  whose  object  is  to 
determine  an  average  yield  by  category  of  culture  or  stockb reeding,  and 
to  apply  the  coefficient  thus  obtained  to  each  farm  after  taking  into 
account  the  above-mentioned  indices. 

The  sole  formalities  which  the  taxpayer  has  to  fulfill  are  to  declare 
his   sowings   and,  in  a  general  way,  the  different  factors  put  in  operation. 

The  administration  determines  the  average  yield  by  category  and 
region,  generally  with  the  assistance  of  committees  composed  of  experts 
and  of  representatives  of  the  farmers. 

Within  the  system  of  presumptive  assessment,  taxation  based  on 
indices  offers  more  advantages,  mainly  in  countries  where  farmers 
represent  the  largest  part  of  the  population.  Indeed,  the  average  yield 
used  as  a  basis  of  taxation  is  as  near  as  possible  to  the  actual  income, 
and  this  system  of  assessment  encourages,  at  the  same  time,  farmers  to 
exceed  the  average  yield  by  their  labor  and  ingenuity.  At.  the  same  time, 
this  system  reduces  the  formalities  required  from  the  taxpayers  to  a 
minimum.  Finally,  it  satisfies  the  principles  of  tax  equality  and  limits 
complaints. 

9/      League    of    Nations,    Fiscal    Committee,    Technical    Principles  of  Taxation: 
Income    Tax    Practice    (Report    of  June    15,    1940;    F/Fiscal/126),  pp.  41-42. 
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3.  Taxation  on  gross  receipts  or  production:  this  assessment  consists 
in  applying  conventional  coefficients  to  gross  receipts  or  to  productions. 
This  method  is  the  nearest  to  direct  assessment.  On  this  account,  it 
compels  the  tax  administration  to  exert  wider  supervision  than  the  two 
above-mentioned  presumptive  systems." 

2.  India  Taxation  Enquiry  Commission 

Apart  from  the  questions  suggested  by  this  quoted  passage,  the  Government 
of  India  Taxation  Enquiry  Commission  Questionnaire  raises  the  following  set  of 
questions  concerning  agricultural  expenses,  losses,  and  depreciation  (which  pre- 
sumptive assessment  must  allow  for  in  one  way  or  another  if  a  net  income  concept 
is  to  be  applied):  10/ 

How  would  you  determine  taxable  income  in  the  comparative  absence  of 
accounts  in  rural  areas?  What  treatment  should,  in  particular,  be  given  to 
the  following: 

(i)  expenses  of  cultivation,  harvesting,  preparation  for  the  market,  etc .; 

(ii)  agricultural  losses  owing   to  a  calamity  or  other  reasons;  (In  this 

connection,   would  you   favor  giving  the  assessee  the  discretion  to 

choose   the   alternative  of  averaging  his  income  over  a  number  of 

years  --  say  3  to  5  years  --  in  order  to  cover  good  and  bad  years? ) 

(iii)  depreciation  in  respect  of  -- 

(a)  livestock, 

(b)  implements  and  carts, 

(c)  means  of  irrigation,  e.g.,  wells,  etc., 

(d)  buildings? 

3.  Other  Questions 

Other  questions  that  would  arise  in  the  investigation  of  presumptive  or  judici- 
ary assessment  of  agricultural  income  would  be:  (l)  Where  both  land  tax  and 
income  tax  are  assessed  by  the  same  unit  of  government,  should  the  administra- 
tion of  the  two  be  amalgamated  in  the  rural  sector?  (2)  Should  urban  land  income 
be  treated  differently  from  agricultural  land  income  and,  if  so,  how?  (3)  Is  a 
combined  system  of  presumptive  assessment  moving  up  from  below  via  land  tax 
techniques  and  down  from  above  via  marketing  board  data  a  promising  combination 
in  countries  like  Burma  where  such  boards  exist? 

4.  Countries  Offering  Pertinent  Experience 

With  respect  to  countries  which  offer  promising  experience  relating  to  the 
presumptive  assessment  problem,  the  following  might  be  considered  for  question- 
naire and  field  study: 

(a)  India  has  already  been  mentioned.  Not  only  is  there  active  current  interest 
on  the  part  of  the  government's  Taxation  Enquiry  Commission,  but  substantial 
experience  of  a  nature  relatively  more  advanced  than  that  of  other  underdeveloped 


10/   Taxation  Enquiry  Commission,  Questionnaire  fBombay,  July  17,  1953),  p.  19, 
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countries  can  be  found  in  the  Indian  land  taxes  and  agricultural  income  taxes.  11/ 

(b)  Argentina  has  an  interesting  combination  of  a  land  value  tax  assessed  on 
the  basis  of  values  computed  according  to  the  average  presumptive  income  of  the 
land,  capitalized  at  the  current  rate  of  interest;  a  schedular  income  tax  levied  at 
proportional  rates  on  land  income,  with  some  differentiation  between  urban  and 
rural  property;  a  progressive  global  tax  on  income,  including  agricultural  income, 
with  rates  varying  from  3  per  cent  to  30  per  cent;  and  agricultural  marketing 
boards  for  some  crops. 

(c)  Korea  has  an  ingenious  and  apparently  effective  land  income  tax  which 
is  collected  in  kind  and  is  ordinarily  assessed  on  the  average  harvest  as  shown  in 
the  cadastral  records.  It  accounts,  in  real  terms,  for  approximately  two-fifths  of 
national  tax  revenues.  Although  there  may  be  difficulties  in  obtaining  detailed 
information  on  its  operation,  such  information  as  is  now  available  through  the 
work  of  Haskell  Wald  as  a  member  of  an  economic  mission  to  South  Korea  in 
1953  suggests  that  the  Korean  experience  is  well  worth  studying.  12/ 

(d)  Egypt  might  be  included,  partly  to  have  a  representative  country  from  the 
Middle  East,  partly  to  determine  whether  the  land  tax  methods  used  there  offer 
techniques  which  are  transferable  to  the  income  tax,  and  partly  to  examine  its 
special  experience  in  taxing  rents  received  by  landlords  under  both  the  land  tax 
and  the  global  income  tax. 

11/  For  example,  see  Part  Four,  No.  6  (Sec.  II)  and  Part  Two,  No.  2  (Sec.  Ill), 
this  volume.  The  following  notes  from  a  working  paper  prepared  jointly  by 
the  Fiscal  Division  of  the  United  Nations,  Department  of  Economic  Affairs, 
and  the  Food  and  Agriculture  Organization,  The  Operation  of  the  Land  Tax  in 
India  and  Pakistan  (New  York,  May  1953),  give  some  indication  of  methods  now 
used  in  India: 

"As  to  the  base,  some  Provinces  (now  States),  e.g.,  Madras,  have  used 
the  term  'net  produce7,  others  again,  e.g.,  the  Punjab,  have  used  'net 
rentals',  while  in  some  Provinces  the  'net  assets'  has  been  adopted. 
Although  each  of  these  terms  is  meant  to  indicate  a  surplus,  there  has 
been  no  agreed  method  of  calculating  it.  The  clearest  and  perhaps  the 
most  reasonable  interpretation  of  the  taxable  base  has  been  given  in 
Madras  where  'net  produce'  is  calculated  by  deducting  from  the  gross 
produce  the  expenses  of  cultivation  including  the  reward  for  the  labour 
of  the  owner-cultivator,  and  a  certain  percentage  for  cartage  of  grain  to 
the  nearest,  market,  merchant's  profits,  vicissitudes  of  season  and  for 
unprofitable  areas.  In  Bombay  no  such  rules  were  laid  down  and  the  land 
revenue  was  determined,  until  1939,  mainly  by  empirical  process.  In  the 
matter  of  revision  of  assessments,  however,  due  regard  was  to  be  paid 
to  'the  profits  of  agriculture.'  But  it  appears  that  no  attempts  were  made 
to  define  such  profits.  The  Act  of  1939  sought  to  be  more  specific  as  it 
provided  that  the  land  revenue  should  be  fixed  in  terms  of  rental  value. 
In  the  two  Punjabs  (India  and  Pakistan),  the  term  'net  assets'  has  been 
used  in  the  sense  of  net  rentals  (i.e.,  the  surplus  after  deducting  the 
expenses  of  cultivation)  which  land  may  fetch  in  the  market."  (p.  28). 
12/  For  a  description  of  the  tax,  see  Part  Four,  No.  9,  this  volume.  Additional 
information  will  be  found  in  the  chapter  on  tax  policy  in  the  report  of  Robert 
R.  Nathan  Associates,  Inc.,  on  economic  reconstruction  of  Korea  (to  be  pub- 
lished by  the  United  Nations  Korean  Reconstruction  Agency). 
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(e)  A  Western  European  country  might  well  be  included.  In  fact,  a  study  of 
presumptive  assessment  might  start  with  a  review  of  the  European  experience, 
either  historically,  as  in  Great  Britain,  or  currently,  as  in  Switzerland.  Belgium 
and  Italy  also  use  presumptive  techniques  to  assess  agricultural  income  under 
their  income  taxes.  The  Danish  land  tax  is  assessed  on  a  presumptive  income 
basis  and  might  also  yield  valuable  insights.  13/ 

(f)  Puerto  Rico.  The  detailed  method  of  ascertaining  farm  values  in  Puerto 
Rico  contains  many  elements  that  might  also  enter  into  presumptive  income  calcu- 
lation. Productive  capacity  of  the  different  soils  is  taken  into  consideration  by 
classifying  them  according  to  their  fertility,  topography,  and  erosion.  Unit  values 
are  determined  by  studies  of  sale  and  purchase  and  capitalization  of  leases. 
Aerial  photography  has  been  used  to  prepare  soil  and  boundary  maps  on  a  scale  of 
1/100,000.  The  boundary  maps  are  superimposed  on  the  soil  map  for  a  given  area, 
thus  obtaining  the  soil  lines  within  each  farm  and  the  quantity  of  each  kind  of  land 
in  each  farm.  After  the  area  of  each  type  of  soil  is  determined  for  each  farm,  these 
areas  are  multiplied  by  the  basic  values  for  the  corresponding  soil  type,  thus 
giving  the  basic  value  for  each  farm,  its  communications,  distance  from  the  market, 
water  supply,  and  access  to  public  services.  Whether  these  methods  have  operated 
successfully  in  practice  and  what  problems  have  arisen  in  applying  them  might 
merit  closer  study. 

5.      Marketing  Boards  as  an  Instrument  For  Presumptive  Taxation 

Another  possible  line  of  inquiry  is  suggested  in  an  unpublished  report  by 
Werner  Z.  Hirsch  on  the  operations  of  state  marketing  boards  in  underdeveloped 
countries.  Hirsch  states  that  agricultural  marketing  boards  "can offer  an  adminis- 
trative framework  in  which  income  taxes  can  be  collected  at  little  cost  and  at 
little  risk  of  evasion."  He  suggests  that  since  boards  buy  the  entire  exportable 
crop,  they  know  the  gross  income  of  each  grower  with  respect  to  that  crop  and 
that  they  might  obtain  estimates  with  reasonable  precision  by  grouping  farmers 
"according  to  location  and  size  of  holdings,  soil  fertility,  irrigation,  and  similar 
pertinent  criteria.  On  the  basis  of  the  known  gross  income  and  estimated  cost,  an 
income  tax  could  be  assessed."  Boards  could  withhold  part  of  their  payments  to 
producers  as  advance  payment  on  income  tax  obligations.  The  conditions  under 
which  such  income  taxation  could  be  equitable  in  application  (assuming  that  the 
producers  whose  products  do  not  move  through  the  marketing  board  would  be  very 
difficult  to  reach)  are  restrictive,  calling  for  a  highly  mono-cultural  and  export- 
oriented  type  of  agricultural  economy.  Nevertheless,  the  possibilities  of  using 
such  boards  in  income  tax  assessment  and  collection  might  be  worthy  of  investiga- 
tion. Burma,  whose  agricultural  taxing  experience  is  also  interesting  in  other 
connections,   would  be   a  good  country  in  which  to  examine  these  possibilities.  14/ 

13/  A  brief  survey  of  methods  of  taxing  agricultural  income  in  selected  countries 
in  Europe  and  North  Africa  is  presented  in  the  French  Government  publication 
Statistiques  et  etudes  financieres;  supplement:  Finances  comparees,  premier 
trimestre,  1949.  The  article  is  entitled  "L'im position  des  benefices  agricoles; 
etude  de  droit  fiscal  compare*" 

14/   See  Part  III,  No.  1  (Appendix  C),  this  volume. 
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B.      Collections  in  Kind 

Although  some  countries  of  the  Middle  East  undertake  to  collect  part  of  their 
agricultural  taxes  in  kind,  the  experiences  of  Korea,  Taiwan,  and  pre-war  Indo- 
nesia are  perhaps  more  interesting  because  the  systems  seem  to  be  more  highly 
developed  and,  at  least  in  the  case  of  Korea,  highly  successful. 

(1)  Korea.  The  collection-in-kind  system  was  introduced  in  Korea  in  1951 
as  part  of  the  government's  effort  to  adapt  the  revenue  structure  to  the  emergency 
conditions  arising  out  of  the  war.  In  his  paper  on  the  Korean  "temporary  land 
income  tax",  Mr.  Wald  states  that  the  very  large  increase  in  total  tax  revenue  in 
Korea  since  1951  can  be  attributed  primarily  to  the  substantially  higher  collec- 
tions under  that  tax  than  under  the  former  system  of  cash  collections.  15/  All 
farmers,  with  the  exception  of  those  producing  vegetables,  orchard  fruits,  and 
ginseng,  must  pay  the  tax  in  kind.  More  than  95  per  cent  of  the  tax  receipts  is 
represented  by  staple  grains,  primarily  rice  and  barley.  To  simplify  the  collection 
system,  taxpayers  are  given  the  option  of  paying  in  rice,  regardless  of  what  crop 
they  produce.  The  Korean  government  was  attracted  to  the  in-kind  method  for  two 
important  reasons:  (l)  it  gave  the  government  a  more  efficient  means  of  obtaining 
the  large  quantities  of  grain  required  for  the  military,  distribution  to  persons  on 
relief,  and  the  rice  ration;  and  (2)  it  provided  the  treasury  with  a  form  of  insur- 
ance against  depreciation  of  the  tax  revenue  under  the  prevailing  inflationary 
conditions. 

(2)  Taiwan.  Taiwan  collects  its  land  tax  on  rice  in  kind  as  well  as  its  supple- 
mentary progressive  requisition  on  large  landholdings.  The  detailed  operation 
and   relative  success  of  this  collection-in-kind  system  merit  close  inspection.  16/ 

(3)  Indonesia.  Pre-war  Indonesia,  under  Dutch  domination,  imposed  a  land 
tax  (Landrente)  on  rice  which  had  some  features  of  an  in-kind  tax,  as  is  apparent 
from    the   following  description: 

"Essentially,  landrente  was  a  tax  on  rice  levied  against  a  rather  fictitious 
crop  value.  For  each  district  (an  administrative  subdivision) a  certain  amount 
of  rice  yield  per  hectare  was  assumed;  this  yield  was  estimated  once  every 
ten  years.  The  land  was  then  classified  into  four  groups  (on  the  basis  of 
quality),  and  varying  rates  were  assessed  against  these  groups.  The  rate  was 
levied  against  the  physical  product  and  then  converted  into  a  money  payment 
on  the  basis  of  a  fictitious  rice  price.  Thus,  by  artificially  monetizing  rice 
produced  for  subsistence,  the  tax  was  able  to  reach  both  the  monetary  and  the 
non-monetary  sectors.  The  Dutch  made  a  number  of  pre-war  studies  of  the 
effect  of  the  land  tax  system  which  might  be  of  interest.  These  studies  covered 
such  points  as  cost  of  collection,  distribution  of  the  burden  as  among  various 
economic  groups,  the  ratio  of  tax  collections  to  total  agricultural  incomes, 
etc.  As  a  starting  point,  I  would  suggest  the  following  book  (in  Dutch),  Meijer- 

15/    See  Part  Four,  No.  9,  this  volume. 

16/  Staff  members  of  the  Economic  Commission  for  Asia  and  the  Far  East  or  the 
members  of  the  working  party  who  prepared  the  paper  on  the  Taiwan  agricul- 
tural tax  system  (see  footnote  7  above)maybe  able  to  provide  the  information 
needed  to  understand  and  appraise  this  experience. 
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Ranneften   Huender,    Onderzoek  naar  den  Belastingdruk  op  de  Inlandsche  Be- 
volking."  £7/ 

Although  research  on  this  experience  is  limited  to  historical  study,  it  appears 
that  the  literature  Mr.  Paauw  refers  to  could  yield  important  insights  into  methods 
by  which  the  non-monetized  sectors  of  the  economy  might  be  reached. 

Research  with  respect  to  collections  in  kind  should  be  undertaken  with  an  eye 
not  only  to  techniques  of  carrying  out  such  collections,  but  also  with  a  view  to 
determining  what  problems  in  the  disposal  of  crops  by  government  are  involved  in 
this  method  of  collection.  It  may  be  that  in-kind  collections  are  most  suitable  in 
situations  where  inflation  and  market  disorganization  force  the  government  to  play 
a  big  role  in  the  distribution  of  basic  agricultural  crops.  In  more  normal  situations, 
the  disposal  aspect  of  collections  in  kind  may  be  more  troublesome. 

C.  Special  Taxation  of  Agricultural  Rent,  Interest,  and  Trading  Profits 

As  noted  above,  rent  on  agricultural  land  alone  constitutes  a  sizeable  portion 
of  national  income  in  many  of  the  less  developed  countries.  However,  it  may  be 
exceedingly  difficult  to  reach  this  rent  and  the  interest  and  middle-man  profits 
originating  in  the  agricultural  sector.  Even  in  the  United  States,  for  example,  rent 
and  interest  appear  to  be  two  of  the  most  poorly  reported  items  under  the  federal 
individual  income  tax.  Comparisons  of  Commerce  Department  estimates  with  data 
from  income  tax  returns  in  1946  indicated  that  only  37  per  cent  of  interest  (of  all 
kinds)  was  accounted  for  on  the  latter.  Only  44-45  per  cent  of  rent  of  all  kinds 
(excluding  roomer-boarder  income)  was  accounted  for  in  the  period  1944-46.  18/ 
However,  some  inquiry  into  possible  methods  of  ascertaining  and  tapping  such 
incomes  in  predominantly  agrarian  economies  may  bring  out  different  possibilities. 
Such  inquiry  might  attempt,  among  other  things,  to  obtain  at  least  a  rough  approxi- 
mation of  the  size  and  distribution  of  such  forms  of  income  relative  to  the  size  and 
distribution  of  agricultural  income  as  a  whole;  in  this  undertaking,  the  Indian 
Sample  Survey  might  be  very  helpful. 

D.  Taxation  of  Large  Producer  Units 

Where  the  form  of  agricultural  exploitation  is  that  of  the  modern  corporation 
or  an  analogous  pattern,  the  possibility  of  splitting  off  the  large  units  for  special 
taxation  should  be  considered.  The  experience  in  India  is  relevant.  For  example, 
in  the  Province  of  Travencore,  owners  of  large  tea,  coffee,  and  tobacco  plantations 
are  regarded  as  industrialists,  and  their  income  is  therefore  subject  to  income 
taxation  by  the  central  government.  Especially  where  large-plantation  agriculture 
constitutes  a  substantial  proportionof  total  production,  its  treatment  under  existing 
income  taxes,  its  role  in  the  agricultural  economy  as  a  whole,  and  the  possibilities 
and  methods  of  singling  it  out  from  the  rest  of  the  agricultural  sector  for  taxation 
under  a  corporate  or  individual  income  tax  may  be  worth  investigating. 

17/  Douglas  S.  Paauw,  Center  for  International  Studies,  Massachusetts  Institute  of 
Technology,  in  a  letter  to  the  writer  (September  28,  1953). 

18/  Goldsmith,  Selma  F.,  "Appraisal  of  Basic  Data  Available  for  Constructing 
Income  Size  Distributions,"  Part  VI  in  Vol.  13  of  Studies,  Conference  on 
Research  in  Income  and  Wealth  (National  Bureau  of  Economic  Research,  1951), 
pp.  301-304. 
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E.      "Personalizing"  the  Land  Tax 

In  a  number  of  countries,  attempts  have  been  made  to  put  the  land  tax  on  a 
personal  basis.  19/  This  involves  determination  of  the  total  holdings  of  each  tax- 
payer and,  in  principle,  an  allowance  for  debts  against  such  holdings.  Determination 
of  marital  and  dependency  status  of  the  landholder  may  also  be  involved.  Where  the 
taxation  of  rural  property  is  at  progressive  rates  or  takes  the  form  of  a  net  worth 
tax,  the  "personalizing"  of  the  tax  base  along  the  general  lines  required  for  an 
income  tax  would  seem  to  be  called  for.  To  ascertain  what  experience  is  available 
in  the  use  of  such  tax  measures  and  then  to  determine  whether  it  provides  useful 
precedents  and  lessons  for  the  development  of  agricultural  income  taxes  might 
well  be  a  fruitful  line  of  inquiry. 

IV.      Conclusion 

Although  a  number  of  research  problems  are  suggested  in  this  paper,  two 
subjects  of  investigation  stand  out  above  the  others  as  offering  most  promise  in 
approximating  an  answer  to  this  dual  question:  (l)  Can  the  limitations  on  ascer- 
taining income  in  the  rural  sector  be  overcome  in  the  face  of  illiteracy,  subsis- 
tence farming,  and  lack  of  records?  (2)  Can  the  problem  of  collections  be  solved 
in  the  face  of  the  non-monetary  character  of  much  of  the  rural  economy  in  under- 
developed countries?  The  two  subjects,  of  course,  are  the  use  of  presumptive 
techniques  and  the  use  of  collections  in  kind.  If  these  are  shown  to  be  technically 
and  administratively  feasible,  the  problem  of  agricultural  income  taxation  in  under- 
developed countries  may  move  out  of  the  realm  of  doubt  and  conjecture  into  the 
realm  of  practical  tax  policy. 


19/    References  to  such  attempts  are  made,  for  example,  in  unpublished  documents 
of  the  Fiscal  Division,  Department  of  Economic  Affairs,  United  Nations. 
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1.     SURVEY  OF  PRINCIPAL  METHODS  OF  TAXING  AGRICULTURE 
IN  UNDERDEVELOPED  COUNTRIES 


By  the  Fiscal  Division,  Department  of 
Economic  Affairs,  United  Nations 


For  the  purpose  of  this  paper,  taxation  of  agriculture  is  defined  to  include: 
(a)  taxation  of  agricultural  land  proper,  (b)  taxation  of  agricultural  produce,  and 
(c)  taxation  of  income  from  agricultural  land.  Fiscal  monopolies,  purchasing 
boards,  and  differential  exchange  rates  are  included  in  this  definition  because  they 
often  involve  concealed  taxation  of  the  agricultural  sector  and,  to  that  extent,  are 
similar  to  the  taxation  of  agricultural  produce.  The  present  survey  does  not  cover 
consumption  taxes  which  affect  the  farmer's  expenditure  budget,  nor  the  variety  of 
taxes  collected  on  agricultural  inputs  such  as  fertilizer,  fuel,  farm  implements, 
seeds,  etc. 

Taxation  of  land  proper  can  be  sub-divided  into  the  traditional  land  tax,  as  it 
is  collected  in  India  and  Pakistan,  and  into  the  rural  property  tax  in  effect  in  most 
Latin  American  countries.  Similarly,  taxation  of  agricultural  produce  can  be 
classified  into  taxation  of  domestically  consumed  agricultural  products,  such  as  in 
Iraq  and  other  countries  of  the  Middle  East,  and  taxation  of  exported  agricultural 
commodities,  as  in  Malaya  (rubber)  and  Cuba  (sugar). 

Income  from  agricultural  production  has  been  taxed  separately  by  local  or 
state  government,  as  in  certain  states  of  India  and  provinces  of  Pakistan,  while 
in  a  number  of  countries,  especially  in  Latin  America,  this  is  subject  to  a  separate 
tax  which  is  part  of  the  central  government' s  schedular  income  tax  system.  In  some 
other  countries  such  income,  together  with  income  derived  from  other  sources,  is 
subject  to  a  global  income  tax. 

I.      Trend  in  Taxation  of  Agricultural  Income  and  Output 

The  traditional  land  tax,  as  practiced  in  the  western  countries  before  the  era 
of  industrialization,  and  as  still  in  force  in  a  great  part  of  the  primary  producing 
areas,  is  a  global  tax  on  land  with  the  base  being  both  its  capital  value  and  its 
income.  In  many  of  the  countries  where  this  type  of  taxation  has  been  used,  the 
income  from  agriculture  has  not  been  subject  to  the  general  income  tax. 
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As  the  system  of  taxation  evolves,  the  global  land  tax  tends  to  give  way  to  a 
system  under  which  taxation  of  the  capital  value  of  the  land  is  differentiated  from 
taxation  of  land  income.  The  former  is  subject  to  property  taxation  and  the  latter 
to  income  tax.  Property  taxation  resembles  very  closely  the  traditional  land  tax 
insofar  as  the  technical  tax  treatment  is  concerned.  In  modern  property  taxation, 
many  of  the  features  of  land  taxation  are  maintained:  the  cadastre  is  used,  propor- 
tional taxation  is  retained,  no  minimum  exemptions  are  allowed,  and  the  family 
status  of  the  taxpayers  is  not  taken  into  account. 

In  the  course  of  the  last  decades,  many  of  the  countries  in  underdeveloped 
areas  have  initiated  reforms  in  their  tax  structure  under  the  influence  of  modern 
concepts  of  taxation.  Taxation  of  land  in  these  countries  has  been  subject  to  suc- 
cessive reorganization  and  reform.  Some  of  the  innovations  introduced  in  the 
course  of  such  reforms  have  brought  the  tax  system  nearer  to  the  ultimate  stan- 
dards of  modern  income  taxation.  In  these  countries,  agricultural  income  is  made 
only  partially  subject  to  the  general  income  tax,  and  the  traditional  land  taxes  still 
retain  many  of  the  features  of  property  taxation. 

The  yield  of  the  land  taxes  has  declined  in  importance  relative  to  total  revenue 
during  the  last  decade.  The  decline  is  also  true  in  terms  of  a  constant-value  cur- 
rency and  is  inherent  in  the  tax  system  which  relies  heavily  on  taxes  fixed  in 
absolute  amounts.  Great  difficulties  were  encountered  by  the  tax  authorities  in 
revising  cadastral  assessments  and  in  adjusting  land  tax  rates  at  short  intervals 
to  keep  up  with  the  general  rise  of  prices.  The  failure  in  increasing  the  yield  from 
land  taxes,  on  the  one  hand,  and  the  difficulty  of  introducing  progressive  and 
modern  taxes  on  income  and  wealth,  on  the  other,  forced  governments  to  rely  more 
and  more  on  indirect  taxes  which  are  more  acceptable  to  legislators  and  are 
easier  to  collect. 

In  theory,  the  objective  of  taxation  of  land  has  been  to  tax  the  actual  income 
from  the  land;  in  practice,  it  has  been  extremely  difficult  to  determine  the  exact 
meaning  of  this  concept.  The  difficulties  of  cost  accounting  for  agricultural  enter- 
prise become  evident  when  one  compares  the  various  aspects  of  agricultural 
activity  with  those  of  a  modern  industrial  or  commercial  enterprise.  While  agri- 
culture has  all  the  characteristics  of  an  industrial  pursuit,  the  cost  can  seldom  be 
adequately  estimated  and  the  profit  or  loss  of  the  activity  can  hardly  be  arrived 
at  with  the  same  degree  of  precision  and  accuracy  as  in  the  case  of  a  commercial 
and  industrial  enterprise.  Notwithstanding  the  development  of  commercial  farming 
for  some  crops  in  certain  countries,  agriculture  is  still  carried  out  primarily  as 
a  way  of  life  rather  than  as  a  business  enterprise.  In  most  parts  of  the  world  the 
farmer's  family  and  the  farm  are  still  organically  integrated  and  it  is  virtually 
impossible  to  distinguish  the  household  income  and  the  expenditure  of  the  farmer 
from  the  receipts  and  disbursements  of  the  farm.  Moreover,  except  in  the  case  of 
such  crops  as  rubber,  coffee,  tea,  cocoa,  etc.,  the  greater  part  of  the  agricultural 
produce  is  consumed  where  it  is  produced;  the  rest  is  marketed,  usually  in  small 
quantities,  at  various  local  markets  and  over  a  period  of  time.  Only  in  special 
cases,  therefore,  can  farm  output  be  measured  easily  at  the  stage  of  marketing. 
For  these  reasons,  land  income  has  been  assessed  presumptively  in  the  great 
majority  of  countries. 
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II.      Major  Features  of  the  Land  Tax 

A.  Present  Bases  of  Land  Tax  Assessment 

Various  standards  are  used  to  measure  the  output  of  agriculture  and  a  variety 
of  indices  are  relied  upon  to  represent  productive  capacity  (namely,  area,  methods 
of  irrigation,  soil  fertility,  etc.).  In  practice,  however,  the  standards  are  often 
confused,  as  the  methods  of  assessment  vary  and  the  individual  tax  assessors  are 
given  wide  discretionary  power. 

In  India  and  Pakistan,  the  assessment  is  based  on  the  value  of  the  produce  of 
the  land,  which  may  be  either  the  gross  or  the  net  produce  depending  upon  systems 
used  in  respective  states  and  provinces.  In  these  countries  some  adjustment  in  the 
form  of  percentages  of  gross  output  are  made  in  order  to  arrive  at  net  output.  The 
cost  of  transportation  and  handling  of  the  crop  is  deducted  from  prevailing  prices 
when  the  value  of  the  crop  is  calculated;  thus,  in  Madras  the  taxable  net  produce 
is  called  producer's  output,  which  is  25  per  cent  less  than  the  prevailing  prices 
in  cities.  1/ 

In  another  group  of  land  tax  systems,  rent  is  used  as  the  basis  of  assessment. 
This  method  is  extensively  used  in  many  of  the  Latin  American  and  Middle  Eastern 
countries. 2/  The  net  rental  income  accruing  to  proprietors  is  subject  to  the  tax, 
and  in  the  case  of  owner-cultivators  the  rent  is  imputed  presumptively  through 
comparison  with  similar  properties.  In  practice,  the  "rent"  which  is  taken  as  the 
tax  base  may  be  either  the  net  annual  value  of  the  land  after  the  deduction  of  the 
producer's  fair  share  or  the  actual  rent  received  by  the  landowner.  The  latter 
amount  may  be  less  than  the  former,  where  there  are  numerous  intermediate 
layers  of  managing  or  absentee  sub-tenants,  or  it  may  be  more,  where  the  culti- 
vator's share  has  been  reduced  by  rent  exactions. 

In  some  systems,  land  taxation  has  as  its  base  the  total  value  of  the  land. 
Many  aspects  of  this  tax  are  similar  to  that  of  the  rental  value  base.  The  value  of 
the  land  can  be  regarded  as  a  capitalized  sum  of  land  rental  value.  The  rent  in  its 
turn  can  be  regarded  as  the  investment  return  of  the  capital  value  of  the  land. 
In  practice,  because  of  the  lack  of  uniformity  in  the  interest  rates,  rate  of  invest- 
ment returns,  farm  earning  power,  income  potential,  and  prospective  and  potential 
increases  of  site  values,  etc.,  valuation  on  the  basis  of  either  method  (rental  or 
capital  value)  has  become  a  complex  matter.  The  capital  value  of  the  land  which  is 
used  in  the  assessment  of  modern  property  taxation  is  extensively  used  in  Latin 
American  countries.  Methods  and  extent  of  water  use  are  relied  on  in  Iraq  and 
other  Middle  Eastern  countries  to  determine  tax  bases. 

B.  Use  of  Cadastral  Survey  in  Land  Taxation 

A  cadastre  is  an  official  record  giving  information  for  each  tract  of  land  with 
respect  to  location,  size,  geographical  specifications,  and  ownership,  as  well  as 
rights   of  water  and   similar  rights.  Sometimes  the  cadastre  includes  information 


1/      See    country    study    on    India    and    Pakistan  (Part   Four,  No.  6,  this  volume). 
2/      See  country  studies  on  Peru  and  Chile  (Part  Four,  Nos.  3  and  4,  this  volume). 
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on  the  quality  of  the  soil,  methods  of  irrigation,  the  nature  of  crops  grown,  the 
total  physical  output  of  the  farm,  current  values  of  different  output,  and  income 
and  revenue  potential.  It  may  further  list  the  tax  liability  of  the  land  in  question, 
as  determined  by  the  tax  commissions  or  agents  at  the  time  of  periodic  assess- 
ments. 

In  some  countries,  the  cadastre  is  regarded  as  a  property  registration  record 
used  for  fiducial  purposes  and  is  kept  in  the  files  of  the  property  registration 
departments.  The  tax  departments  in  these  countries  prepare  their  own  records 
using  the  information  given  in  cadastres.  In  other  countries,  such  as  India  and 
Pakistan,  the  land  settlement  departments  are  in  charge  of  both  the  property 
rights  registration  and  revenue  payments  to  the  government. 

The  cadastres  furnish  tax  assessors  with  information  required  for  deter- 
mining the  tax  liability  of  the  land.  In  addition,  the  assessors  can  ascertain  from 
the  cadastral  records  the  names  of  persons  interested  in  a  given  tract  and  the 
nature  of  their  interest   so  that  they  can  collect  the  tax  from  the  proper  persons. 

But  the  cadastre  has  its  weakness,  too.  The  compilation  of  cadastral  surveys 
in  many  underdeveloped  countries  takes  a  long  time  and  involves  large  expenses. 
It  is  therefore  not  undertaken  very  often  and  resurveys  and  resettlements  take 
place  only  at  stated  intervals  of  10,15  or  20  years,  and  sometimes  even  more. 
Thus,  once  the  tax  liabilities  are  fixed,  they  are  not  altered  for  years,  so  that  the 
actual  assessments  often  are  far  removed  from  the  real  value  of  the  land  or  its 
income. 

The  use  of  cadastre  for  determining  the  total  value  of  the  land  for  the  purpose 
of  property  taxation,  however,  seems  to  be  less  objectionable  than  a  cadastre  which 
is  used  for  assessing  the  total  cash  income  of  the  land.  The  extent  of  fluctuation 
is  generally  less  for  land  values  than  for  annual  cash  income,  the  main  reason 
being  that  while  the  latter  is  dependent  on  seasonal  factors  affecting  output  and 
prices,  the  former  is  largely  based  on  long-term  tendencies.  Yet,  whenever  the 
prices  of  agricultural  products  ixicrease  consistently,  these  are  reflected  in  land 
values,  as  was  the  case  in  most  countries  during  and  since  World  War  II.  Indeed, 
one  of  the  great  defects  in  the  administration  of  the  land  tax  and  the  rural  property 
tax  at  the  present  time  is  that  in  spite  of  the  high  increase  in  land  values  the  tax 
is  still  assessed  in  many  countries  on  the  basis  of  the  prewar  tax  bases. 

Whatever  might  be  the  defects  of  the  cadastral  system,  it  cannot  be  dispensed 
with  in  a  system  of  land  taxation.  Where  land  is  to  be  taxed  as  property,  there  must 
be  a  proper  survey  and  settlement  to  determine  the  basic  facts  of  ownership  and 
character  of  each  plot  of  land. 

C.      Land  Tax  Jurisdiction 


Generally  speaking,  in  countries  having  a  federal  form  of  government,  the 
land-tax  proper  is  assessed,  collected,  and  administered  by  the  constituent  states 
or  provinces  in  respect  to  land  situated  within  their  respective  jurisdictions.  On 
the  other  hand,  in  countries  with  a  unitary  form  of  government,  the  administration 
of     the     land    tax    is    a    function    of    the  central  government.  In  both  systems,  the 
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taxation  of  properties  located  within  cities  and  towns  is  usually  within  the  juris- 
diction of  the  municipal  authorities.  In  some  of  the  unitary  group  of  countries,  how- 
ever, the  provinces  enjoy  certain  financial  autonomy,  and  revenue  from  land  taxes 
is  shared  between  the  central  government  and  the  provincial  authorities.  In  both 
the  federal  and  the  unitary  forms  of  government,  the  local  authorities  are  often 
given  the  right  to  levy  extra  taxes  on  agricultural  land  for  special  purposes  such  as 
education  and  road  building. 

III.      Taxation  of  Agricultural  Produce 

Taxation  of  the  agricultural  produce  when  marketed,  while  harking  back  to  the 
ancient  institution  of  the  tithe,  has  experienced  a  recent  revival,  frequently  in 
substitution  for  older  land  taxes.  This  tax  has  been  used  mainly:  (a)  to  avoid  the 
difficulty  of  the  cadastral  survey  preparation  and  revision;  (b)  to  simplify  the 
assessment  and  collection  procedures;  (c)  to  establish  some  flexibility  in  the  tax 
by  the  automatic  re -assessment  of  the  tax  base  on  the  occasion  of  each  harvest; 
and  (d)  to  allow  indirectly  a  basic  exemption  to  small  producers  who  generally 
market  only  their  surplus  output.  The  taxes  on  produce  are  most  often  found  in 
Middle  Eastern  countries,  particularly  in  Iraq  and  Syria,  where  the  agricultural 
product  tax  is  a  linear  descendant  of  the  traditional  Islamic  tithe  of  Ottoman  days. 

Taxes  levied  at  the  market  place  are  easier  to  collect  than  a  land  tax  which 
is  levied  on  widely  dispersed  farms.  However,  taxes  collected  at  the  time  of 
transaction  offer  innumerable  ways  of  evasion.  Instead  of  selling  to  wholesalers 
or  at  the  public  markets,  farmers  are  induced  to  peddle  their  product  from  door 
to  door.  The  administrative  problems  of  production  taxes  on  domestically  produced 
and  consumed  products  are  greatly  reduced  if  most  of  the  crop  is  sold  to  large 
processors  or  through  co-operatives.  In  the  case  of  export  crops,  because  of  large 
shipments  and  bulk  transactions  through  a  few  central  points  of  shipment,  the 
possibility  of  evasion  is  less  likely. 

The  relative  importance  of  the  yield  from  agricultural  produce  taxes,  inter- 
nally marketed  or  exported,  has  varied  in  most  countries.  Apart  from  fluctuations 
due  to  changes  in  the  production  and  prices  of  agricultural  commodities,  govern- 
ments have  frequently  changed  their  policy  with  regard  to  taxing  these  products. 
There  have  been  shifts  in  emphasis  from  agricultural  produce  taxes  and  other 
taxes,  such  as  the  land  tax,  to  taxes  on  personal  and  corporate  incomes,  fiscal 
monopolies,  multiple  exchange  rates  systems,  and  marketing  boards,  and  back 
again  to  the  earlier  types. 

A  variation  of  the  agricultural  produce  tax  is  the  taxation  in  kind  through 
collection  of  part  of  the  crop.  Taxation  in  kind  still  prevails  in  a  number  of  coun- 
tries in  the  Middle  and  Far  East.  In  the  Middle  Eastern  countries,  such  collections 
are  frequently  combined  with  compulsory  sales  to  government  monopolies  (see 
Section  V,  below). 

Export  duties  are  used  to  tax  the  agricultural  sector  in  those  countries  which 
export  the  predominant  part  of  their  agricultural  produce  or  some  specific  com- 
modity. Owing  to  the  lack  of  diversification  in  the  majority  of  countries  exporting 
agricultural  products,  the  major  products  subject  to  export  duties  are  not  numer- 
ous; in  many  countries  only  one  or  two  products  are  involved.  In  Latin  America, 
the  products  extensively   taxed   by   export   duties   are:    sugar,  coffee,  bananas,  and 
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cotton.  In  Asia  and  the  Far  East,  jute,  rubber,  tea,  coffee,  and  spices  are  subject 
to  export  duties.  In  Africa,  coffee,  coconut,  cocoa,  and  ground  nuts  are  the  major 
export  products  taxed  in  this  way. 

The  attractiveness  of  export  duties  as  a  method  of  taxation  in  primary  produc- 
ing countries  lies  mainly  in  the  ease  of  collection.  Such  taxes  are  less  costly  to 
collect,  the  valuation  of  the  tax  base  (products)  is  easier,  and  tax  evasion  is  less 
likely  to  occur. 

There  are  important  disadvantages  to  producers  developing  from  this  type  of 
taxation.  Since  the  producer  generally  has  no  influence  over  world  market  prices, 
the  tax  is  likely  to  be  unresponsive  to  changes  in  his  net  income,  cost  of  production, 
and  transportation  and  marketing  expenses,  and  to  losses  on  account  of  drought 
and  other  causes  of  crop  failure.  For  this  reason,  some  countries  have  been 
induced  either  to  vary  their  export  tax  rates  widely  and  rapidly,  or  to  institute  a 
sliding  scale  system  with  rates  which  change  as  fluctuations  in  the  world  market 
price  provide  a  larger  or  smaller  profit  margin  to  producers.  The  former  prac- 
tice is  illustrated  by  the  development  of  the  Indian  export  tax  on  jute  gunnies  during 
the  wide  price  fluctuations  of  the  Korean  war  period.  The  tax  rose  from  Rs.  375 
to  Rs.  1500  in  less  than  one  month  in  the  fall  of  1950,  only  to  fall  back  to  Rs.  275 
a  little  over  a  year  later.  Examples  of  flexible  tax  scales  are  found  in  the  rubber 
export  tax  in  Malaya  and  the  coffee  export  tax  in  El  Salvador. 

IV.      Taxation  of  Agricultural  Income 

In  the  majority  of  the  Latin  American  countries,  and  in  a  few  countries  of  the 
Middle  East,  such  as  Egypt  and  Lebanon,  income  from  land  is  subject  to  the  central 
government  income  tax  under  a  special  or  global  tax  schedule.  Agricultural  income 
is  subject  to  an  independent  system  of  agricultural  income  taxation  in  some  states 
of  India  where  such  income  is  exempt  from  the  centrally  administered  income  tax. 

A.      Agricultural  Income  Tax 

Except  for  a  few  years  in  the  nineteenth  century,  the  income  tax  in  India  was 
not  assessed  on  income  derived  from  land.  In  recent  decades,  however,  various 
attempts  at  a  progressive  taxation  of  agricultural  income  have  been  made  by  cer- 
tain state  governments.  A  tax  on  agricultural  income  was  introduced  for  the  first 
time  by  the  Provincial  Government  of  Bihar  in  193  8,  under  which  income  from 
land  was  subject  to  a  form  of  progressive  taxation.  Later,  Assam,  Bengal,  Travan- 
core,  and  the  Utar  Pradesh  followed  suit.  A  few  more  States  (Hyderabad,  Vindhya, 
Pradesh,  and  Coorg)  have  recently  adopted  this  type  of  taxation.  Taken  as  a  whole, 
rates  for  these  taxes  were  progressive  up  to  30  pies  in  the  rupee  (15  per  cent); 
income  below  Rs.  3,500  was  exempt.  In  most  cases  companies  were  taxed  at  a 
flat  rate  and  the  Hindu  undivided  family  enjoyed  special  exemption.  In  Madras, 
similar  taxation  has  been  under  consideration  since  the  end  of  the  war. 

In  Pakistan  an  agricultural  income  tax  has  been  in  force  in  three  major  prov- 
inces -  East  Bengal,  Punjab,  and  North-West  Frontier  Province.  In  the  cases  of 
plantation  crops  like  tea  and  rubber,  40  per  cent  of  the  income  is  regarded  as  non- 
agricultural  and  is  therefore  taxed  under  the  Central  Government  income  tax.  The 
remaining  60  per  cent  is  taxed  as  agricultural  income  where  there  is  a  local 
agricultural  income  tax  system. 
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B.      Taxation  of  Agricultural  Income  under  Schedular  or  Global  Income  Tax 

In  Argentina,  a  land  tax  is  collected  by  the  provinces  and,  in  addition,  income 
derived  from  farming  operation  and  rent  are  subject  to  the  federal  income  tax. 
Although  the  same  rate  schedule  is  applicable  to  both  sources  of  income,  the  basic 
exemption  is  3,600  pesos  for  rent  income  as  against  6,000  pesos  for  farming 
income.  The  rates  range  from  7  per  cent  on  the  first  taxable  income  of  5,000  to 
40  per  cent  on  income  in  excess  of  1,000,000  pesos.  Corporations  must  include 
both  types  of  income  in  their  taxable  income,  which  is  taxed  at  a  flat  rate  of  24 
per  cent  with  no  basic  exemption.  Absentee's  income,  whether  corporate  or  per- 
sonal, is  subject  to  a  surcharge  equivalent  to  30  per  cent  of  the  tax.  Small  farm 
operators,  on  the  other  hand,  have  been  given  favorable  tax  treatment. 

In  the  income  tax  system  of  Brazil,  agricultural  income  is  differentiated  by 
source  and  taxed  under  different  schedules.  The  income  is  also  subject  to  the 
global  income  tax.  Agricultural  income  of  commercial  companies  is  taxable  at 
the  regular  company  rates.  Agricultural  cooperatives  and  credit  cooperatives  are 
exempt  from  this  tax. 

In  Chile,  income  from  land  has  been  subject  to  a  global  surtax  since  1939, 
and  in  July  1950  such  income  was  made  subject  to  a  schedular  income  tax.  Agri- 
cultural income  from  newly  reclaimed  land  is  exempt.  In  the  absence  of  accurate 
accounting  records,  the  presumptive  assessment  of  net  income  is  9  per  cent  of 
the  assessed  valuation  of  the  land.  Tenants  cannot  declare  as  taxable  income  a 
sum  lower  than  40  per  cent  of  the  total  rent  paid  to  the  landlord  except  when 
evidence  is  given,  with  the  help  of  accounting  records,  that  the  actual  net  income 
was  below  that  level.  When  such  income  is  ascertainable,  it  is  taxed  at  the  same 
rates  as  income  from  commerce  and  industry. 

IniMexico,  income  from  agriculture  is  reported  for  tax  purposes  at  one  half  of 
its  actual  amount,  and  is  taxed  at  progressive  rates.  Under  the  Egyptian  tax 
system,  the  rent  received  by  the  landlord  is  subject  to  the  land  tax  and  a  global 
income  tax  for  rental  income. 

Many  underdeveloped  countries  have  found  it  difficult  to  introduce  a  system 
of  income  taxation  with  progressive  rates  applying  to  income  from  agriculture  on 
the  same  basis  as  income  from  industry  and  commerce.  In  Iran,  for  example,  a 
tax  reform  in  1943  made  half  the  income  from  agriculture  liable  to  a  global  income 
tax  with  highly  progressive  rates.  Owing  to  administrative  difficulties,  this  form 
of  taxation  did  not  prove  successful,  and  the  land  taxes  previously  in  force  were 
re-established  after  1945. 
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V.      Fiscal  Monopolies,  Marketing  Boards,  and  Multiple  Exchange  Rate  Systems 3/ 

A  number  of  government  financial  activities  are  similar  to  or  imply  an  element 
of  taxation.  In  view  of  the  variety  of  these  activities  and  owing  to  their  divergent 
economic  and  fiscal  implications,  quantitative  measurement  of  the  tax  element  in 
such  financial  measures  would  require  a  set  of  arbitrary  assumptions  and  defini- 
tions. Hence,  this  paper  limits  itself  to  a  description  of  only  a  few  para-fiscal 
activities    of   governments,    where    the    revenue  or  tax   nature  is  most  apparent. 

A.      Fiscal  Monopolies 

In  practically  all  the  countries  in  the  Middle  East,  there  is  a  compulsory 
delivery  of  a  part  of  the  wheat  crop  to  the  government.  The  government  fixes  the 
purchase  prices  for  different  production  areas.  In  such  price  fixation,  considera- 
tion is  given  to  the  cost  of  production,  quality  of  the  product,  transportation  expens- 
es, and  other  factors  affecting  costs  and  prices.  In  most  cases,  wheat  is  collected 
by  government  agents  in  the  field  at  harvest  time.  In  other  cases,  producers  are 
required  to  make  the  delivery  to  the  government  warehouses.  No  specific  and 
uniform  provisions  are  in  force  with  respect  to  the  types  of  producers  who  are 
liable  for  such  delivery.  Customarily,  a  percentage  of  the  total  grain  output  of  a 
farm  is  demanded  without  consideration  of  the  systems  used  for  distribution  and 
sharing  of  the  crop  between  the  cultivators  and  the  landlords.  Normally,  the  govern- 
ment share  is  deducted  from  the  total  output  and  the  remaining  part  is  shared 
according  to  the  land  tenure  system  of  the  area. 

The  wheat  thus  collected  is  processed  into  flour,  usually  by  government-owned 
mills.  The  flour  then  is  generally  sold  to  city  bakers  at  a  fixed  price,  and  they  in 
turn  sell  the  bread  at  the  ceiling  price  set  by  the  government.  In  most  of  the  Middle 
Eastern  countries,  the  governments  incur  losses  as  a  result  of  this  transaction. 
Such  losses  can  be  attributed  to  the  high  cost  of  processing,  marketing,  and  hand- 
ling the  product,  or  to  the  low  prices  at  which  the  product  is  sold  to  the  bakers  as 
a  subsidy  to  the  consumer. 

Besides  wheat,  there  are  a  variety  of  other  products  which  are  subject  to 
handling  by  government  monopoly  in  different  degrees  and  extent.  The  sale  of 
tobacco  leaves  is  monopolized  in  Iran  and  Turkey.  The  government  buys  tobacco 
and  manufactures  cigarettes  in  its  own  factories  and  sells  the  finished  products 
through  franchised  distributors.  In  Iran  profit  from  such  operations  has  constituted 
as  high  as  one-fourth  of  the  budget  receipts  in  some  years.  Part  of  the  profits 
accrued  may  be  attributed  to  the  sale  of  the  government  as  a  middleman  and 
manufacturer,  but  another  part  results  from  low  purchase  price  paid  for  the  tobac- 
co leaves.  In  Iran,  low  prices  and  the  lack  of  adequate  price  differentiation  for 
better  grades  of  leaves  have  resulted  in  the  deterioration  of  tobacco  during  recent 
decades.  Cotton,  silk,  sugar  beets,  tea,  and  opium  are  among  other  products  which 
have  been  brought  under  monopoly  from  time  to  time  in  the  countries  of  the  Middle 
East. 

3/  In  the  preparation  of  this  section  use  has  been  made  of  the  article,  "Taxation 
of  Agricultural  Population  in  Underdeveloped  Countries,"  prepared  by  Jacoby, 
E.  H.,  in  connection  with  the  joint  study  of  the  Food  and  Agriculture  Oraniza- 
tion  and  the  Fiscal  Division  on  the  subject,  published  in  the  FAQ  Monthly 
Bulletin  of  Agricultural   Economics   and   Statistics,  Vol.  I,  No.  2  (June  1952). 
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The  governments  of  India  and  Pakistan  have  been  engaged  in  compulsory 
purchases  of  rice.  The  grain  is  sold  to  the  public  through  the  special  ration  shops 
at  prices  which  are  considered  reasonable.  In  Madras  the  grain  levy  is  progressive 
depending  upon  the  acreage.  All  holdings  over  five  acres  in  those  districts  which 
are  declared  to  be  surplus  areas  are  liable.  In  West  Bengal,  the  procurement  levy 
is  imposed  on  persons  holding  or  cultivating  approximately  ten  acres  or  more 
paddy  land.  Such  persons  are  required  to  sell  their  entire  surplus  produce  to  the 
government.  In  determining  the  surplus,  expenses  such  as  debt  payments,  rent  in 
kind,  and  allowances  for  seeds,  as  well  as  the  requirements  of  the  families  of  the 
holders  of  land,  are  considered*  Owners  or  cultivators  are  allowed  to  retain  a 
certain  amount  of  rice  per  capita  for  the  consumption  of  the  members  of  the  family 
and  the  servants.  Persons  owning  or  cultivating  less  than  ten  acres  are  free  to 
sell  their  produce  anywhere  and  to  anybody  outside  the  ration  areas.  There  are 
no  free  shops  in  the  ration  areas. 

B.      Government  Marketing  of  Export  Crops 

In  a  number  of  countries,  the  government  purchases  crops  from  farmers  at  a 
fixed  price  and  exports  these  crops.  This  is  carried  on  in  many  underdeveloped 
countries  by  authorized  marketing  boards,  mostly  state  marketing  boards.  Market- 
ing boards  have  been  set  up  in  a  variety  of  forms  ranging  from  a  producer's 
cooperative  society  with  no,  or  little,  government  control  to  an  organization  well 
integrated  in  the  government  administrative  system.  The  functions  of  the  market- 
ing boards  are  manifold;  in  some  cases  the  revenue  is  the  only  or  the  primary 
objective  and  in  others  greater  consideration  is  given  to  objectives  such  as  price 
stabilization,  production  efficiency,  and  social  and  economic  welfare  of  the  mem- 
bers. 

In  Burma,  for  example,  the  State  Agricultural  Marketing  Board  buys  the  rice 
from  the  farmers  at  prices  well  below  those  at  which  it  sells  in  the  export  market. 
These  profits  constitute  the  main  part  of  the  government  revenue  of  Burma  and 
cover  almost  all  the  expenses  of  the  Administration,  while  the  other  revenues  -- 
even  customs  excises  --  are  of  little  importance.  Similar  regulations  can  be  found 
in  Argentina  (where  discriminatory  exchange  practices  are  also  in  effect),  in  West 
Africa,  and  in  Uganda. 

In  Nigeria,  Togo,  and  the  Gold  Coast,  Marketing  Boards  fix  the  prices  which 
licensed  dealers  and  brokers  pay  the  farmer  for  his  produce,  which  is  then  com- 
pulsorily  sold  to  the  Marketing  Board  and  shipped  abroad.  The  marketing  boards 
accumulate  considerable  profits  from  such  transactions.  Although  the  declared 
object  of  such  capital  accumulation  by  marketing  boards  in  West  Africa  and  Uganda 
is  the  establishment  of  funds  for  price  stabilization  purposes,  considerable  amounts 
are  placed  in  reserve  and  later  used  by  regional  development  boards  as  grants 
for  public  purposes,  such  as  construction  and  improvement  of  roads  and  trans- 
portation, education  and  research,  and  other  projects  generally  financed  by  tax 
revenue.  Thus  the  West  African  agricultural  producer  contributes  to  public  expen- 
diture by  being  paid  less  for  his  produce  than  the  export  values.  The  "tax"  can  be 
conceived  as  the  difference  between  the  fixed  purchase  price  and  the  sale  price 
obtained  by  the  Marketing  Board  when  the  cost  of  transportation  and  normal  trading- 
expenses  are  deducted  and  reasonable  allowance  is  made  for  the  price  stabilizing 
fund. 
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C.      Multiple  Exchange  Rates  Systems 

Today,  multiple  exchange  rates  which  affect  farmers  are  quite  common  in 
Latin  America,  as  in  Argentina,  Colombia,  Ecuador,  Uruguay,  and  Venezuela. 
Outside  Latin  America,  they  are  important  in  Iran  and  they  were  used  in  Indonesia 
until  January  1952.  The  application  of  multiple  exchange  rates,  which  are  part  of 
the  exchange  control  policy  in  some  soft-currency  countries,  particularly  in  Latin 
America,  frequently  contains  a  large  element  of  taxation.  Where  a  low  rate  is  set 
for  the  export  of  agricultural  produce,  the  difference  from  the  official  rate  must 
be  considered  as  a  tax  collected  from  the  agricultural  exporters.  In  determining 
the  exact  amount  of  the  "tax,"  however,  the  favorable  exchange  rate  granted  for 
certain  imports  must  be  taken  into  consideration  to  offset  the  low  prices  paid  to 
the  agricultural  sector.  Only  a  detailed  analysis  of  consumption  patterns  of  each 
country  will  show  to  what  extent  exchange  rate  manipulations  benefit  or  burden 
the  different  strata  of  the  agricultural  population. 

The  system  of  exchange  rate  in  Argentina  during  recent  years  provided  a  lower 
pesos-dollar  rate  for  exports  of  most  farm  products  than  the  rate  paid  for  imports. 
While  imports  of  some  special  articles  for  farm  use  were  permitted  at  a  some- 
what lower  rate  than  imports  of  luxury  goods,  even  in  these  cases  the  rate,  gener- 
ally 7.5  pesos  per  dollar,  was  still  materially  higher  than  the  rate  of  5  pesos  per 
dollar  which  the  domestic  farmers  received  for  most  of  their  exports.  The  result- 
ing low  prices  paid  to  farmers,  compared  to  the  prices  they  had  to  pay  and  the 
cost  they  incurred,  were  probably  an  important  factor  in  the  decline  of  Argentine 
farm  production  of  export  products  since  the  war.  Recent  changes  in  the  Argentine 
foreign  currency  controls  leave  farmers  in  a  somewhat  better  position. 

In  certain  countries,  multiple  exchange  rates  function  in  favor  of  the  agricul- 
tural producer.  In  Venezuela,  preferential  rates  of  exchange  are  applied  in  order 
to  promote  the  export  of  cocoa  and  coffee.  Through  these  measures,  Venezuela 
has  been  able  to  help  even  the  export  of  high-cost  coffee  in  periods  of  market 
difficulties. 

VI.      A   Quantitative  Survey  of  Agricultural  Taxes  in  Selected  Countries 

The  measurement  of  the  real  tax  burden  of  the  agricultural  sector  is  hampered 
by  two  broad  limitations,  first,  the  difficulty  of  setting  up  theoretical  concepts, 
and  second,  the  technical  difficulty  of  obtaining  statistical  data.  To  date,  little  has 
been  done  even  to  describe  taxes  applied  according  to  agricultural  indexes  such  as 
rural  property,  agricultural  produce,  agricultural  income,  and  the  host  of  factors 
of  production  used  in  agriculture.  The  objective  of  the  present  statistical  survey  is, 
therefore,  merely  to  present  data  in  tabular  form  for  those  taxes  which  are  for- 
mally related  to  agriculture.  The  following  table  may  be  useful  insofar  as  it  can 
portray  the  relative  significance  of  such  groups  of  taxes  in  the  revenue  structure 
of  the  country  or  region  concerned.  However,  because  of  the  institutional  and 
other  differences,  caution  should  be  used  in  making  inter-temporal  and  inter- 
country  comparisons. 
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A.      Classification  of  Data  and  Statistical  Limitations 

In  the  following  statistics,  the  figures  shown  relate  to  the  central  government, 
when  unitary  form  of  government  exists,  and  to  states  and  central  government 
combined  in  the  case  of  federal  governments.  Municipalities  are  excluded,  first, 
because  of  inadequacy  of  data,  and  second,  because  of  the  fact  that  taxes  collected 
within  the  tax  jurisdictions  of  municipalities  on  properties  are  city  real  estate 
taxes  and  the  taxes  collected  on  agricultural  products  are  more  of  the  nature  of 
consumption  taxes. 

1.  Land  tax 

Data  include  land  and  property  taxes  in  certain  countries.  In  the  case  of  the 
Middle  East,  where  the  central  government  levies  a  land  tax  on  agricultural  land, 
the  figures  shown  in  the  table  are  relatively  accurate  and  are  confined  to  the  taxes 
levied  on  rural  lands.  In  the  case  of  Asia  and  Latin  America,  it  has  not  been 
possible  from  the  available  statistical  data  to  separate  rural  land  taxes  from  other 
rural  property  taxes  or  from  urban  property  taxes.  In  some  of  the  countries  in 
these  areas,  provincial  and/or  central  governments  share  in  receipts  of  city  real 
estate  taxes  collected  by  municipalities  and  show  these  taxes  along  with  collections 
of  taxes  on  agricultural  lands. 

2.  Agricultural  produce  taxes 

Data  include  taxes  which  are  levied  on  agricultural  produce  and  farm  animals. 
In  almost  all  the  countries  included  in  the  table,  there  are  a  variety  of  taxes  which 
are  levied  on  farm  products  such  as  agricultural  produce  taxes,  production  taxes, 
farm  animal  taxes,  consumption  taxes,  slaughter  taxes,  and  a  host  of  fees  and 
duties.  Among  these  taxes  only  agricultural  produce  taxes,  production  taxes,  and 
taxes  on  farm  animals  are  included;  consumption  taxes  on  agricultural  commod- 
ities domestically  produced  and  consumed  are  regarded  as  being  of  the  nature  of 
taxes  falling  more  directly  on  the  consumers  residing  in  cities,  and  therefore  are 
excluded.  The  other  miscellaneous  taxes  are  omitted  because  of  the  ambiguous 
nature  of  such  taxes  and  the  absence  of  information  other  than  the  names  and 
titles  adopted  for  these  taxes  under  the  law. 

3.  Export  taxes 

Data  include  information  on  taxes  received  from  export  of  agricultural  com- 
modities. The  main  limitation  in  the  case  of  the  table  is  the  fact  that  it  is  not 
possible  at  the  present  time  to  distinguish  between  export  duties  collected  on  the 
export  of  agricultural  commodities  and  those  on  the  exports  of  other  products. 
However,  since  the  countries  selected  are  agrarian  and  the  bulk  of  production  is 
agricultural,  it  is  reasonable  to  assume  that  export  duties  on  agricultural  commod- 
ities represent  the  major  portion  of  tax  receipts  in  this  connection. 

4.  Agricultural  income  taxes  and  monopoly  profits 

Data  on  personal  and  corporation  income  taxes  paid  on  agricultural  income 
are  omitted  for  those  countries  where  such  taxes  have  been  substituted  for  older 
types  of  taxes.   This  omission  is  due  to  the  fact  that  the  available  statistical  data 
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Table  1.      Government  Receipts  from  Land  Taxes, 

Agricultural  Produce  Taxes,  and  Export  Duties, 
Expressed  as  Percentages  of  Total  Tax  Receipts* 

Country  1939        1947        1948        1949        1950       1251        1952 

Africa 

Nigeria 

Export  duties  13  9  11  19 

Uganda 

Export  duties  25  30  46 

Asia 


Borneo  (North) 
Export  duties 
Burma 

33 

30 

Land  taxes 

6 

2 

2 

3 

5 

Export  duties 
Total 

2 
8 

2 

5 

2_ 
4 

2. 

5 

2_ 
7 

Ceylon 

Export  duties 

31 

38 

43 

India  a/ 

Central  Government 

Land  taxes 

na 

- 

- 

1 

- 

Export  duties 
Total 

8 
na 

8 
8 

_8_ 
8 

11 
14 

20 
20 

Central  Gov't  and  States  b/ 

Land  taxes                               19 

7 

5 

5 

6 

5 

Export  duties                         na 
Total                                         na 

na 
na 

na 
na 

4 
9 

_8_ 
14 

12. 
17 

Indonesia 

Land  taxes 

- 

1 

1 

1 

- 

Export  duties 
Total 

14 
14 

11 
19 

11 
13 

9_ 
10 

J. 

8 

Malaya 

Export  duties 

(including  tin) 

21 

19 

15 

26 

34 

29 

Pakistan  a/ 

Central  Government 

Land  taxes 

na 

- 

- 

- 

- 

Export  duties 

19 

10 

20 

40 

22 

Central  Gov't  and  States 

Land  taxes 

7 

6 

5 

5 

Export  duties 
Total 

na 
na 

na 
na 

na 
na 

20 
25 

See  footnotes  at  end  of  table. 


Country 

Singapore 

Export  duties 
Thailand 

Export  duties 


Table 

1.   (Continued) 

1939 

1947 

1948 

1949 

37 

41 

8 

1950        1951 


1952 


10 


Latin    America 


Bolivia 

Property  tax 
Brazil 

Central  Gov't  and  States  (1940) 
Export  duties  (state)  3 

Rural  land  tax  (state)  2_ 

Total  6 

Chile 

Property  tax  5 

Costa  Rica 

Property  tax  c/ 

Export  duties 

Total 
Cuba 

Export  duties  (molasses) 

Agricultural  production  taxes 

Property  tax 

Total 
Dominican  Republic 

Export  duties 

Production  and  excise  taxes 
on  sugar  products 

Total 
Guatemala 

Export  duties 

Property  taxes 

Total 
Haiti 

Export  duties 

Excess  profits  tax  on 
agricultural  products 

Total 
Honduras 

Export  duties 
Mexico 

Central  Government 

Export  duties  16 


17 
J_ 
21 

19 


19 


4 
na 
na 


11 

_2_ 
13 

22 


22 


6 
na 
na 


9 
_2_ 
11 

20 


12 


20 
4 

11 


_2_ 
10 

19 


_3_ 

22 


4 

_2_ 
6 

4 
8 

± 
17 

14 

15 

29 


20 


2 
22 


21 


18 


Table  1.      (Continued) 


Country 

1939 

1947 

1948 

1949 

1950 

1951 

Mexico  (cont.) 

Central  Gov't  and  States 

(1942) 

(1945) 

Export  duties  (national)     17 

16 

Property  taxes  (state) 

7 

5 

"Agricultural"  taxes 

(state) 

2 

1 

Taxes  on  animals  (state)    0.5 

0.4 

Total 

26 

22 

Nicaragua 

Export  duties 

3 

4 

2 

4 

9 

Property  taxes  d/ 

4_ 

± 

_3_ 

_4_ 

_3_ 

Total 

7 

8 

5 

8 

12 

Panama  e/ 

Export  duties 

1(0 

0.4(0. 

3)1(1) 

0.4(0 

3)0.4(0.3 

Property  taxes  d/ 

5(3} 

7.(6.) 

7(6) 

8.(6.) 

8.   (60 

Total 

7(4) 

8.(6.) 

8(6) 

9.(7.) 

8.   (7.) 

Paraguay 

(1941) 

Export  duties 

6 

4 

3 

Property  tax 

12 

J3_ 

12 

Total 

18 

10 

15 

Peru 

(1940) 

Export  duties 

2 

18 

13 

13 

21 

24 

El  Salvador 

(1940) 

Export  duties 

9 

14 

17 

19 

20 

32 

Taxes  on  sugar,  cotton 

and  hennequen 

2 

4 

3 

3 

3 

2 

Property  taxes 

3. 

_2_ 

_2_ 

_2_ 

_2_ 

_2_ 

Total 

13 

20 

22 

24 

25 

36 

Middle   East 

1952 


Egypt 

Land  tax  23  7 

Iran 

Land  tax  -  2 

Agricultural  produce  taxes     4_  _-_ 

Total  4  2 

Iraq 

Agricultural  produce  taxes  13  20 

Taxes  on  farm  animals  _5,  _5_ 

Total  18  25 

Israel 
Land  tax 

Lebanon 

Land  tax  (incl.  forest  tax)  0.9 

Agricultural  produce  taxes 
Taxes  on  farm  animals  0.7 

Total  1.6 


17 
21 


1.1 

qj 

1.8 


17 

4 


22  21 

0.5  0.4 

0.9  1.0 


(X5 
1.4 


0.8 
1.8 


11 


15  20 

_£_  A. 

19  24 

0.5  0.3f/ 

0.9  0.8 

0.5  0.5 

1.4  1.3 


u 


Table  1.     (Continued) 
Country  1939        1947        1948        1949       1950       1951        1952 

Syria 

Land  tax  6 

Agricultural  produce  taxes  16 

Taxes  on  farm  animals  17 

Total  39 
Turkey 

Agricultural  produce  taxes     3 

Taxes  on  farm  animals  _7 

Total  10 


0.2 

0.1 

0.1 

0.1 

0.2 

LI. 

9. 

10. 

13. 

15. 

L9 

7^ 
16 

15 

16 

6. 
21 

_ 

_ 

_ 

- 

3_ 
3 

3_ 
3 

2_ 
2 

2_ 
2 

2_ 
2 

na:      not  available 

*Unless  otherwise  indicated,  the  figures  refer  to  central  government  receipts  only. 

The  figures  are  for  fiscal  years  ending  in  the  years  shown  in  the  table, 
a/  For  1939  and  1947  figures  for  India  relate  to  India  before  Partition. 
F/      The   sources   for  the  calculation  of  the  ratios  for  the  land  tax  and  the  export 

duties  are  not  identical, 
c/     Excludes  1948  capital  levy. 

3/      Including  property  transfer  taxes  and  estate  and  gift  taxes. 

e/      Figures   in  brackets    show   ratio  to   total  receipts,  including  lottery  receipts. 
F/     For  1953  the  ratio  is  6.7  inclusive  of  a  capital  levy. 


do  not  differentiate  between  income  tax  receipts  on  income  derived  from  agricul- 
ture and  on  income  derived  from  other  sources.  Similarly,  no  statistical  data  are 
presented  with  respect  to  government  profits  from  fiscal  monopolies,  marketing 
boards,  and  multiple  exchange  rates  systems,  although  a  part  of  such  profits  can 
be  regarded  as  taxes  but  cannot  be  tangibly  measured  in  most  cases. 

B.      Relative  Significance  of  Agricultural  Taxes 

The  land  tax  contributed  close  to  one -fifth  of  the  tax  receipts  in  India  and 
Egypt  in  the  pre-war  years,  while  the  tax  contribution  from  property  taxes  was 
around  5  per  cent  in  Mexico,  Chile,  Guatemala,  Panama,  El  Salvador,  and  Syria. 
In  recent  years  such  tax  contribution  has  declined  to  5  per  cent  of  the  total  tax 
receipts  in  India  and  Egypt,  and  in  other  countries  it  either  declined  or  remained 
unchanged,  so  that  land  and  rural  property  taxes  are  below  10  per  cent  in  all 
countries  included  in  the  tabulation. 

Agricultural  produce  taxes  and  taxes  levied  on  farm  animals  are  relatively 
more  significant  in  relation  to  the  total  tax  receipts  than  land  taxes  in  the  countries 
surveyed.  Agricultural  produce  taxes  are  an  important  part  of  revenue  in  Syria 
and  Iraq,  as  well  as  in  the  Dominican  Republic  and  Cuba.  The  relative  significance 
of  these  taxes  has  not  changed  materially  during  the  last  decade,  except  for  taxes 
on  animals  which  have  declined  in  importance  in  Syria  and  Turkey. 

Export  duties  have  represented  up  to  40  per  cent  of  the  total  tax  receipts  in 
Asia.  The  relative  significance  of  these  taxes  increased  in  Asia  during  the  immed- 
iate post-Korean  war  years  on  account  of  a  higher  demand  for  the  export  products 
of  the  region  and  the  resulting  increase  of  export  duties.  In  1951,  Pakistan, 
Malaya,  Borneo,  and  India  collected,  respectively,  40,  34,  30,  and  13  per  cent  of 
their  total  tax  receipts  from  these  taxes.  Haiti,  El  Salvador,  Mexico,  and  Cuba 
are  the  principal  countries  in  Latin  America  where  the  export  duties  constitute 
up  to  one -fifth  of  the  total  tax  receipts  in  recent  years. 

On  the  whole,  agricultural  taxes  contribute  a  large  part  of  the  tax  receipts  in 
the  underdeveloped  countries.  The  aggregate  contributions  vary  from  year  to  year 
and  country  to  country.  In  some  countries,  such  as  Brazil,  Chile,  etc.,  the  relative 
contribution  of  agricultural  taxes  to  total  tax  revenue  has  declined  in  recent  years 
because  of  a  shift  in  the  method  of  taxation  of  income  derived  from  agriculture, 
to  the  effect  that  income  and  business  profit  taxes  have  been  applied  to  income 
derived  from  agricultural  production. 


304 


2.     STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  MEXICO 
By  Aron  J.  Aizenstat* 

I.      Agrarian  Structure 

The  Mexican  Revolution  of  1910  started  a  new  trend  in  the  agrarian  history 
of  the  country.  Until  that  year,  and  for  nearly  four  hundred  years  before  that, 
Mexico's  traditional  landholding  village  was  losing  its  land  to  a  constant  process 
of  absorption  by  large  privately-owned  estates  (haciendas).  At  the  turning  point, 
the  village  had  almost  disappeared  and  most  of  the  rural  population  was  landless. 
Since  the  land  reform  was  started  around  1917  the  trend  was  reversed  and  at  pres- 
ent about  half  of  Mexico's  crop  land  is  farmed  by  members  of  the  new  landholding 
village,  called  "ejido." 

Parallel  to  the  upsurge  of  the  ejidos,  the  number  of  small  private  holdings 
experienced  a  marked  increase,  in  contrast  to  the  conditions  prevailing  before  the 
Revolution.  As  a  result,  present  rural  Mexico  is  dominated  by  three  types  of  land- 
holdings:  (a)  the  large  holdings,  left  after  the  years  of  most  intensive  land  distri- 
bution, which  are  making  headway  in  obtaining  legal  guarantees  against  public 
expropriation;  (b)  the  small  private  holdings,  which  have  been  encouraged  after 
the  Revolution  through  colonization  programs  and  the  development  of  irrigation 
projects;  and  (c)  the  ejidos,  or  communal  groups,  created  by  the  Mexican  land 
reform . 

A.      Size  of  Landholdings 

Private  small  landholders  and  ejidatarios  form  the  bulk  of  the  Mexican  peas- 
ants. The  individuals  of  both  groups  hold  plots  with  an  average  size  of  less  than 
five  hectares  and  use  more  or  less  the  same  farming  methods  (with  the  exception 
of  a  few  collective  ejidos,  which  are  completely  modernized).  They  constitute 
nearly  90  per  cent  of  all  the  landholders  in  Mexico.  Those  with  more  than  100 
hectares  account  for  only  about  2  per  cent  of  the  farmers,  while  only  0.3  per  cent 
of  them  have  more  than  1,000  hectares. 

The  land  distribution  appears,  however,  to  be  less  extensive  if  consideration  is 
given  to  the  proportion  of  total  land  which  each  category  of  landholders  possesses. 
According    to    the    1940  census,   the    small  private   landowners  with  five  hectares 

Mr.   Aizenstat  prepared  this   paper  for  the  International  Program  in  Taxation. 
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or  less  amounted  to  about  one  third  of  the  holders  but  had  only  0.8  per  cent  of  the 
total  land.  The  ejidatarios,  who  numbered  56.8  per  cent  of  the  total  landholders, 
had  22.4  per  cent  of  the  land,  and  owners  of  more  than  1,000  hectares  had  62  per 
cent  of  the  land,  while  they  comprised  only  0.3  per  cent  of  the  holders.  Landholdings 
with    more    than    40,000  hectares   occupied  one   fourth  of  the  land.  (See  Table  1.) 

The  land  concentration  is  by  no  means  so  intensive  as  these  figures  may 
suggest.  Most  of  the  large  holdings  remain  in  the  semi-arid  regions  where  the 
land  is  seldom  suitable  for  crop  cultivation;  it  is  mostly  used  for  grazing  or  for  a 
very  extensive  type  of  agriculture.  It  may  be  assumed  that  the  poorer  quality  of 
the  land  and  its  location  in  sparsely  populated  areas  preserved  most  of  the  existing 
large  estates  therefrom  redistribution.  The  ejidos  have  a  relatively  higher  propor- 
tion of  cultivable  land  than  all  the  private  holdings  taken  together  (Table  2).  They 
possess  about  56  per  cent  of  all  irrigated  land  and  more  than  47  per  cent  of  all 
crop  land.l/ 

B.      The  Land  Reform 

The  Decree  of  1915  together  with  Article  27  of  the  Constitution  of  1917  are  the 
legal  foundation  of  the  Mexican  land  reform.  They  proclaim  that  the  original  own- 
ership of  the  land  is  vested  in  the  nation,  which  may  impose  limitations  in  the 
public  interest  upon  its  use.  Among  the  main  provisions  are  the  restoration  or 
grant  of  lands  to  villages;  legalization  of  communal  property;  the  splitting  up  of 
the  large  landed  estates;  --  prohibition  or  limitation  of  certain  categories  of 
landowners. 

At  the  beginning  the  redistribution  of  land  proceeded  very  slowly,  due  to  the 
complicated  procedure  through  which  the  villages  could  acquire  land.  Measures 
liberalizing  the  program  followed  and  during  the  late  twenties  land  distribution 
gained  momentum.  It  experienced  a  substantial  decrease  from  1929  to  1934  until 
the  Cardenas  administration  (1935-1940)  gave  a  definite  impetus  to  the  agrarian 
program.  During  his  term  in  office  more  land  was  distributed  than  in  all  the  former 
years.  About  60  per  cent  of  all  the  land  distributed  up  to  1945  was  allotted  between 
the  years  1934-1940. 

The  agrarian  reform  provides  for  land  allotments  only  to  villages  or  rural 
communities.  No  consideration  is  given  to  land  petitions  by  individuals.  The 
mechanism     of    land    distribution    operates    through    three    types    of  land  grants: 

(1)  Restitution  of  lands  that  have  been  taken  away  from  villages  illegally. 
At  the  beginning,  when  the  land  reform  was  considered  simply  as  a  matter 
of  land  restoration,  this  was  the  only  method  used.  Because  of  the  diffi- 
culty in  producing  the  required  proof  of  previous  possession,  very  little 
land  was  distributed  at  the  early  stage  of  the  program.  From  1916  to  1944 
only  6  per  cent  of  the  total  land  grants  came  as  restitution. 

(2)  The  method  of  "dotation"  or  outright  grant,  adopted  as  a  means  to  further 
land  distribution  in  disregard  of  whether  or  not  the  landless  peasants 
could    prove    previous    possession.    The   Agrarian  Code   established   the 


1/      Whetten,  Nathan  L.,  Rural  Mexico  (Chicago,   1948),  p.  240. 
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Table  1.  Number  and  Area  of  Private  Landholdings  in  Mexico  in  1940.  1/ 


ze  (In 

Holdings 

Amount 
(Thousand 

Si 

Per  Cent 

Per  Cent 

Hectares) 

Number 

of  Total 

Hectares) 

of  Total 

less  than 

i 

1 

497,378 

40.8 

168 

0.2 

1 

to 

5 

431,215 

35.4 

989 

1.0 

5 

to 

25 

156,200 

12.8 

1,970 

2.0 

25 

to 

100 

78,229 

6.4 

4,117 

4.1 

100 

to 

500 

40,123 

3.3 

9,042 

9.0 

500 

to 

1,000 

6,087 

0.5 

4,455 

4.4 

1,000 

to 

5,000 

6,883 

0.6 

15,548 

15.4 

above 

5,000 

2,814 

0.2 

64,289 

63.9 

Total 

1,218,929 

100.0 

100,578 

100.0 

1/  Complete  data  of  the  1950  Census  are  not  yet  available.  From  what  has 
been  available  of  the  latter,  the  percentage  of  large  landholdings  appears  to 
have  decreased.  This  table  does  not  include  ejidos. 

Source:      Segundo  Censo   Ejidal  (1940);    Segundo  Censo  Agricola  Ganadero  (1940). 


Table    2.      Percentage   Distribution  of  Land   Holdings  by  Types  of  Land  in  Mexico 


Per  Cent 
of  Total 

Type  of  Land  Land 

Crop  Land  -  total  11.4 

Irrigated  1.4 

Humid  -7 

Dry  farming  land  9.3 

Other  -  total  88.6 

Pasture  44.2 

Forests  29.0 

Productive 

(non-cultivated)  6.8 

Non-productive  8.6 

Total  100.0 


Per  Cent 
of  Total 
Ejidal  Holdings 

Per  Cent 
of  Total 
Private  Holdings 

25.1 

7.5 

3.8 

.8 

1.6 

.5 

19.7 

6.2 

74.9 

92.5 

35.3 

46.4 

23.4 

30.9 

6.2 

7.1 

9.1 

8.1 

100.0 

100.0 

Source:      See  Table  1 


conditions  under  which  villages  are  eligible  for  land  allotment.  The  village 
must  be  in  existence  six  months  prior  to  the  submission  of  the  application 
and  have  at  least  20  persons  eligible  to  participate  in  the  grant.  The  main 
requirements  for  individual  eligibility  are  Mexican  birth,  more  than  16 
years  of  age,  at  least  6  months  of  residence  in  the  village,  agriculture 
as  an  occupation,  and  lack  of  sufficient  land.  Groups  of  twenty  or  more 
eligible  individuals  may  create  a  new  center  of  population  for  which  they 
have  a  right  to  petition  land.  Allowances  for  many  special  cases  and 
ineligibility  cases  are  also  specifically  legislated.  Nearly  80  per  cent  of 
the  land  distributed  was  under  this  procedure  of  outright  grant. 

(3)  Amplification  is  a  similar  type  of  grant  made  to  enlarge  the  communal 
holdings  of  the  villages,  when  their  present  lands  are  below  their  require- 
ments. About  15  per  cent  of  the  grants  correspond  to  this  type. 

The  size  of  the  land  allotments  was  determined  according  to  the  number  of 
participating  individual  recipients.  Until  1943  the  proportion  was  four  hectares  of 
irrigated  land  or  land  with  sufficient  rainfall  for  each  eligible  recipient,  or  its 
equivalent  of  eight  hectares  of  dry  farming  land.  The  new  Agrarian  Code  of  1943 
increased  the  amount  to  six  hectares  of  irrigated  land  or  twelve  of  dry  farming 
land;    in    1947   it  was  further   increased  to  ten  and  twenty  hectares,  respectively. 

Besides  the  crop  land  mentioned,  the  grant  usually  includes  other  types  of 
land  like  pastures  and  forests.  The  land  distributed  up  to  1945  consisted  of  the 
following  types:  2/ 

Per  cent  of  total  land 
Crop  land: 

Irrigated  or  humid  4.4 

Dry     farming     land  21.9                              26.3 

Pastures  43.6 

Woodland  17.7 

Other  12.4 

Total  100.0 

Up  to  1945,  1,732,000  persons  benefited  from  the  land  reform  and  the  total 
land  distributed  amounted  to  over  30  million  hectares. 3/  Thus,  the  total  average 
area  per  person  was  17.6  hectares,  while  the  average  amount  of  crop  land  received 
by  each  ejidatario  was  4.6  hectares,  which  is  less  than  the  minimum  specified  in 
the  Agrarian  Code.  According  to  the  proportion  of  irrigated  and  dry  farming  land 
distributed  and  the  amounts  of  each  established  by  the  law,  the  average  recipient 
should  have  obtained  6.8  hectares. 4/ 

2/      Rural  Mexico,  op.  cit.,  p.  137. 

3/      Preliminary   figures  of  the  1950  Census  give  a  total  of  37,000,000  hectares    in 

the  possession  of  the  ejidos. 
4/      Rural  Mexico,  op.  cit.,  p.  139. 
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The  lands  for  distribution  by  the  Agrarian  program  are  taken  from  public 
or  private  lands  located  within  a  seven  kilometer  radius  of  the  center  of  the 
petitioning  village.  If  there  are  no  public  lands,  or  they  are  unsuitable,  private 
holdings  are  expropriated.  Exemptions  from  seizure  are  specifically  determined; 
areas  up  to  100  hectares  of  irrigated  land  or  its  equivalent  (200  hectares  of  dry 
farming  land,  400  of  pasture  land  and  800  hectares  of  woodland)  cannot  be  expro- 
priated. Larger  areas  are  also  exempted  if  cultivated  with  specific  crops;  the 
amount  of  land  which  is  exempted  varies  in  accordance  to  the  crops  raised  and  the 
existing  improvements.  Occasionally,  estates  of  as  many  as  5,000  hectares  are 
thus  exempted.  The  exemption  also  covers  buildings,  hydraulic  works  and  certain 
lands  devoted  to  cattle  raising.  In  recent  years  the  government  extended  the 
exemptions  and  gave  guarantees  against  expropriation  to  most  lands  which  were 
under  some  kind  of  production. 

C.      The  Ejido 

The  recipient  and  holder  of  the  land,  distributed,  according  to  the  Agrarian 
program,  is  the  rural  community  called  the  "Ejido.'  Today  its  members,  the 
ejidatarios,  comprise  more  than  40  per  cent  of  all  the  persons  gainfully  employed 
in  agriculture.  The  size  of  the  ejido  varies  from  less  than  100  persons  to  several 
thousands.  The  total  population  of  the  village  or  settlement  is  usually  not  identical 
with  the  ejido  membership,  for  there  are  always  families  which  could  not  qualify 
either  because  of  not  being  engaged  in  agriculture  or  because  they  already  had 
small  private  holdings.  Furthermore,  in  the  places  with  a  larger  population,  there 
might  be  two  or  more  ejidos  in  the  same  town,  or  the  ejidatarios  may  be  only  a 
small  fraction  of  the  total  population.  The  land  received  by  the  ejido  sometimes 
consists  of  many  tracts  scattered  through  the  possessions  of  other  ejidos  or  private 
owners. 

The  tenure  of  the  land  is  subject  to  the  following  rules: 

(1)  Pasture  lands  and  woodlands,  as  well  as  the  right  to  utilize  the 
waters,  belong  collectively  to  the  ejido. 

(2)  The  crop  land  may  be  held  collectively  or  individually.  In  the  first 
case,  the  individual  receives  a  certificate  which  entitles  him  to  share  in 
the  collective  enterprise.  If  the  cropland  is  farmed  individually,  it  is 
divided  into  plots.  Each  ejidatario  receives  one  plot  with  limited  owner- 
ship over  it.  The  ejidatario  may  pass  on  his  rights  to  his  heir,  but  he 
cannot  alienate  them  or  lease  or  mortgage  his  land. 

(3)  Each  ejidatario  receives  a  house  lot  in  the  town  site  subject  to  the 
conditions  of  occupation  and  building.  After  four  years  of  continuous 
possession,  he  may  obtain  full  individual  ownership. 

More  than  85  per  cent  of  the  ejidos  are  of  the  individual  type.  Those  collec- 
tively operated  represent  about  12  per  cent  and  the  remainder  isof  a  mixed  type. 

The  principal  governing  body  of  the  ejido  is  the  general  assembly  which 
decides   the   most  important  problems  and  elects  a  three-member  executive  and  a 
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control  commission  also  of  three  members. 

Bank  loans,  taxes,  etc.,  are  joint  obligations  of  the  ejido.  They  have  to  be 
paid  by  the  collective,  and  in  the  case  of  the  individual  ejidos,  which  comprise  the 
large  majority,  the  executive  has  to  collect  from  each  member  his  corresponding 
quota  in  order  to  pay  off  the  liabilities  of  the  ejido.  Many  conflicts  arise  from  the 
unwillingness  of  the  ejidatario  to  meet  joint  obligations,  even  if  they  represent 
the  repayment  of  a  loan  which  he  obtained  together  with  the  other  members  of  the 
community  for  individual  disposal  of  the  funds. 

D.  Place  of  Agriculture  in  the  Mexican  Economy 

Approximately  two  thirds  of  the  gainfully  employed  persons  are  engaged  in 
agriculture,  and  the  proportion  of  the  total  population  depending  for  their  liveli- 
hood on  agriculture  is  above  70  per  cent. 5/ 

The  share  of  agriculture  in  the  national  income  has  been  more  or  less  stable 
over  the  last  fifteen  years  -  about  20  per  cent  (Table  3).  The  lower  productivity 
of  the  agrarian  sector  is  explained  by  the  generally  primitive  methods  and  the  large 
scale  subsistence  farming. 

As  a  foreign  exchange  earner,  agriculture  is  gaining  in  relative  importance. 
The  export  of  agricultural  products  rose  from  23.5  per  cent  of  the  total  value  of 
Mexican  exports  in  1939  to  49  per  cent  in  1950  (Table  4).  At  the  same  time,  the 
proportion  of  total  farm  production  exported  increased  from  under  10  per  cent  in 
1939  to  19  per  cent  in  1950. 

Although  agricultural  output  shows  a  marked  increase  over  the  last  decade 
(see  Table  5),  it  does  not  cover  entirely  the  food  requirements  of  the  Mexican 
population,  which  increased  by  about  25  percent  in  the  same  period.  A  contributing 
development  in  this  direction  is  the  fact  that  the  per  capita  consumption  of  farm 
products  increased.  Moreover,  the  highest  rise  in  production  was  that  of  the  export 
fibres.  Thus,  the  existence  of  a  gap  between  consumption  and  production  of  food 
continued  and  some  products,  such  as  wheat,  had  to  be  imported  in  increasing 
quantities. 

E.  Principal  Crops 

Table  5  gives  the  acreage,  volume  of  production,  value,  and  percentage 
exported  of  some  of  the  principal  crops,  during  several  years.  Since  the  late 
twenties,  the  harvested  area  of  corn  fluctuated  between  60  and  70  per  cent  of  the 
total  acreage.  That  of  beans  ranged  between  7  and  10  per  cent  and  wheat  occupied 
from  6  to  8  per  cent.  The  acreage  of  cotton  rose  steadily  from  less  than  3  per  cent 
in  1925-29  to  more  than  8  per  cent  in  1950.  That  year  cotton  became  the  leading 
crop  from  the  standpoint  of  money  value  and  the  most  important  single  item  among 
Mexico's  exports. 

5/      Mexico     had     nearly    26    million    inhabitants    according    to    the  1950  census. 
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Table  5.      Production  of  Principal  Crops  of  Mexico  and  Percentage  Exported 


Relative 

Commodity 

Harvested 

Volume  of 

Volume 

Percentage 

and  Year 

Area  a/ 

Production  b/ 

1939=100 

Value  c/ 

Exported  d/ 

Cotton: 

1940-44  e/ 

346 

94 

139 

f/ 

19 

1945-46  e/ 

403 

122 

181 

7/ 

63 

1948    ~ 

405 

120 

177 

387 

48 

1949 

549 

208 

307 

825 

67 

1950 

760 

260 

374 

1,565 

73 

Coffee: 

1940-44  e/ 

128 

54 

98 

f/ 

53 

1945-49  e/ 

137 

56 

102 

7/ 

62 

1948 

135 

53 

97 

114 

58 

1949 

145 

59 

108 

153 

82 

1950 

146 

60 

109 

226 

75 

Sugar  Cane: 

1940-44  e/ 

124 

370 

136 

f/ 

_ 

1945-49  e/ 

164 

500 

186 

7/ 

12 

1948 

173 

611 

210 

7/ 

27 

1949 

201 

645 

230 

7/ 

21 

1950 

183 

590 

206 

7/ 

3.5 

Corn: 

1940-44  e/ 

5,006 

2,994 

100 

f/ 

_ 

1945-49  e/ 

5,276 

3,600 

121 

7/ 

_ 

1948 

5,438 

4,137 

138 

129 

- 

1949 

5,537 

3,511 

118 

102 

- 

1950 

6,295 

4,720 

158 

182 

- 

Wheat: 

1940-44  e/ 

564 

425 

99 

f/ 

191  g/ 

1945-49  e/ 

519 

418 

98 

7/ 

240  g/ 

1948 

577 

477 

111 

219 

267  g/ 

1949 

535 

503 

117 

237 

261  g/ 

1950 

644 

587 

137 

322 

425  g/ 

a/ 

F/ 

c/ 


In  thousands  of  hectares 
In  thousands  of  metric  tons 
In  millions  of  pesos,  based  on  prices 
received  by  the  farmer 


d/  Of  the  total  volume  produced 

e/  Annual  average 

T/  Not  available 

g/  Percentage  imported 


Source:      See  Table  4. 


F.  Marketing  and  Government  Controls 

A  large  part  of  the  agricultural  production  is  consumed  by  the  farmers  them- 
selves, or  within  relatively  short  distances  from  the  place  where  it  is  grown. 
Many  small  farm  operators  sell  their  surpluses  at  harvest  time,  or  even  before, 
at  reduced  prices.  The  production  which  reaches  the  urban  centers  seldom  finds  a 
well  organized  market.  The  marketing  of  products  which  are  typical  export  items 
is,  however,  well  ordered.  Some  commodities,  like  sugar,  tobacco,  henequen,  and 
ixtle  are  sold  through  associations  of  producers  formed  with  the  purpose  of  pro- 
moting the  latter' s  interests. 

In  order  to  lower  the  cost  of  living,  direct  price  control  measures  were 
introduced  before  the  beginning  of  the  last  war.  By  1943  practically  all  farm 
commodities  for  domestic  consumption  were  included  in  very  extensive  price 
ceiling  lists.  The  Nacional  Distribuidora  y  Reguladora  was  created  in  1941  with 
the  purpose  of  protecting  consumers  from  high  prices  and  assuring  fair  returns 
to  producers.  It  used  buffer  stocks  in  order  to  maintain  prices  within  certain  limits 
and  to  regulate  the  supply  of  primary  commodities.  The  Reguladora  could  also 
grant  subsidies  for  import  or  export  and  undertake  on  its  own  account  such  opera- 
tions whenever  the  supply  situation  demanded  it.  A  year  after  its  creation  the 
Reguladora  accounted  for  about  60  per  cent  of  the  market  operations  in  rice  and 
corn. 6/  At  present,  the  operation  of  buffer  stocks,  purchase  of  basic  crops  and 
guaranteed  prices,  consumer  subsidies,  and  import  and  export  operations  to 
regulate  supply  are  carried  out  by  CEIMSA,  a  subsidiary  of  the  National  Foreign 
Trade  Bank. 7/ 

G.  Agricultural  Credit 

Two  Government- sponsored  banks  serve  part  of  the  credit  needs  of  Mexican 
farmers.  The  National  Bank  ofEjidal  Credit  carries  out  all  credit  functions  related 
to  ejidos,  which  are  required  by  law  to  use  credit  collectively  for  common  pur- 
poses. The  National  Bank  of  Agricultural  Credit  serves  the  individual  farmers, 
mainly  those  operating  on  a  small  or  medium  scale. 

The  loans  granted  by  these  banks  correspond  to  four  principal  types:  (l) 
commercial  loans  for  periods  not  exceeding  180  days,  on  crops  already  harvested 
and  warehoused;  (2)  medium -term  loans  for  a  period  up  to  18  months  to  finance  a 
particular  crop;  (3)  long-term  loans  from  one  to  five  years  to  finance  semi- 
permanent improvements  such  as  machinery,  land  preparation,  etc.;  and  (4)  real 
estate  loans  for  long  terms  up  to  30  years,  for  the  purchase  of  land  or  the  building 
of  farm  structures.  About  half  of  the  total  amount  loaned  corresponds  to  the  second 
type. 

Credit  funds  are  generally  scarce.  It  is  estimated  that  government  credit 
covers  about  20%  of  the  farmers'  needs,  representing  about  one-third  of  the  total 
volume  of  agricultural  credit.  The  balance  is  accounted  for  by  private  banks  and 
other  sources. 

6/      U.  S.  Tariff  Commission,  Economic  Controls  and  Commercial  Policy  in  Mexico 

(Washington,  D.  C,  1946),  p.  38. 
7/      Compania  Exportadora  e  Importadora  Mexicana,  S.  A. 
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Compared  with  the  cost  in  more  economically  developed  countries,  the  interest 
rates  seem  rather  high.  The  Agricultural  Credit  Bank  charges  normally  between 
6  and  8  per  cent,  and  sometimes  as  much  as  10  per  cent,  but  only  rarely  above 
that  figure.  The  rates  are,  however,  lower  than  those  charged  by  private  commer- 
cial banks  on  similar  operations.  On  the  other  hand,  interest  paid  by  farmers  to 
private  money  lenders  and  merchants  is  much  higher. 

H.      Development  of  Irrigation 

The  Mexican  Government  is  engaged  in  vast  land  reclamation  and  irrigation 
projects  since  1926,  when  a  law  was  passed  permitting  irrigation  of  private  lands 
as  a  matter  of  public  interest.  The  Government  is  authorized  to  build  irrigation 
works  on  private  lands  and  take  over  a  portion  of  the  benefited  land,  if  the  owner 
is  not  willing  to  pay  for  the  works. 

An  addition  of  270,000  hectares  between  1926-1940  brought  the  total  of  irri- 
gated land  to  nearly  2,000,000  hectares.  In  the  next  ten  years  it  increased  further 
by  1,000,000  hectares. 8/  Government  spending  for  irrigation  in  1947-50  was  at  a 
yearly  average  of  nearly  280  million  pesos. 9/  Many  gigantic  irrigation  projects 
are  at  present  under  way  as  part  of  ambitious  projects  aiming  at  the  irrigation  of 
4  1/2  million  hectares. 

II.      Taxation  of  Agriculture 

A.     The  Mexican  Tax  System 

Taxing  power  lies  with  the  Federal  Government  as  well  as  with  the  States  of 
the  Federation  and  their  municipalities.  Both  the  states  and  the  municipalities 
have  their  own  taxing  systems.  The  Constitution  and  fiscal  Code  contain,  however, 
limitations  as  to  the  taxing  power  of  local  governments  and  certain  fields  are 
reserved  exclusively  for  the  Federal  Government. 

Local  authorities  derive  their  revenue  mainly  from  taxes  on  property,  excise 
and  sales  taxes,  licenses,  etc.  Their  total  receipts  account  for  about  15  to  25  per 
cent  of  the  total  public  revenue. 

The  Federal  Government  derives  most  of  its  revenue  from  income  taxes,  taxes 
on  sales  and  consumption,  industrial  excise  taxes,  and  custom  duties  on  exports 
and  imports.  At  present,  income  taxes  are  the  largest  single  revenue  item,  account- 
ing for  about  20  to  25  per  cent  of  the  federal  receipts.  Indirect  taxes  are,  neverthe- 
less, very  important  and  they  still  account  for  nearly  half  of  the  total  federal 
revenue;  prior  to  1949  their  relative  importance  was  even  greater. 

The  system  of  federal  participation  in  local  taxes  or  vice-versa,  and  the 
different  additionals  accruing  to  one  level  of  public  authority  established  upon 
taxes  collected  by  another  authority  contribute  to  the  complexity  of  the  Mexican 
tax  system. 

8/  Stone,  R.  G.,  Mexico;  Economic  and  Commercial  Conditions  (London,  1953),  p. 
37. 

9/  International  Bank  for  Reconstruction  and  Development,  The  Economic  Devel- 
opment of  Mexico  (Baltimore,   1953),  p.  23. 

316 


The  federal  taxes  which  apply  to  agriculture  are  mainly  the  income  tax  and 
export  duties  imposed  on  farm  products.  Land  taxes  are  levied  by  local  authorities, 
which  also  impose  specific  production  and  sales  taxes  applying  to  farm  products. 
A  summarized  description  of  the  principal  taxes  paid  directly  by  farmers  or 
imposed  upon  farm  products  follows. 

B.      Land  Taxes 

Property  is  subject  to  local  taxes  only.  The  Agrarian  Code  establishes  maxi- 
mum limits  for  the  taxation  of  ejido  lands;  these  limits  do  not  apply  to  private 
landholdings.  Article  196  of  the  Code  prescribes  that  only  a  land  tax  can  be  im- 
posed on  the  property  of  ejidos.  This  cannot  exceed  5  per  cent  of  the  annual  produc- 
tion of  the  ejido  and  ought  to  be  paid  by  the  committee  of  the  ejido,  which  is 
authorized  to  collect  from  each  ejidatario  his  proportional  share.  Many  states  have 
lower  rates  for  ejidal  property  than  for  private  holdings. 

The  land  taxes  imposed  by  each  one  of  the  twenty- nine  Mexican  States  differ 
widely  in  their  rates,  surtaxes,  and  method  of  assessment.  The  base  of  the  tax  is 
either  the  cadastral  value  or  the  annual  produce  of  the  land. 

The  following  table  of  taxes  effective  during  1945,  compiled  from  several 
sources,  is  intended  as  a  sample  picture  of  the  diversity  of  land  tax  rates  and 
methods  applied  by  different  states:  10/ 

Federal 
State  Ejidal  Land  a/  Private  Holdings  a/  Surtax  b/ 

12  15 

13  15 
13.5                                            15 

8  5 

15  15 

14  5  and  15 

8  5 

9  15 

a)  Rates     per    thousand     of    cadastral     value,     unless    otherwise    indicated. 

b)  Per  cent  of  the  amount  of  the  State  tax. 

In  many  of  these  states  the  rates  do  not  apply  universally,  for  there  are 
particular  modifications  for  certain  municipalities  referring  to  the  rate  and  to 
the  base  of  the   tax.   Besides   the   taxes   themselves,  a  great  number  of  additional 

10/   Main   sources:    Arguello   Castaneda,   F.,    Problemas   Economicos  del  Algodon 
(Mexico,  1946); Santillan  Lopez,  R.,  Ellmpuesto  Predial  Rustico  (Mexico,  1946). 
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Morelos 

10 

Chihuahua 

5%  of 

production 

Guerrero 

5 

Coahuila 

6 

Durango 

5 

San  Luis  Potosi 

4 

Nuevo  Leon 

4 

Baja  California 

Norte 

9 

rates  earmarked  for  particular  purposes  are  imposed  temporarily  or  for  a  longer 
period  of  time.  11/ 

The  cadastral  value  on  which  most  of  the  land  taxes  are  assessed  seems  to 
be  very  low  in  relation  to  the  actual  value  of  the  land.  Many  instances  are  men- 
tioned where  the  actual  value  of  the  land  is  4-5  times  the  assessed  value  and  in 
numerous  cases  the  latter  is  less  than  one-tenth  of  the  actual  value.  12/ 

C.      Income  Tax 

The  new  Mexican  income  tax  law  classifies  all  income  subject  to  taxes  under 
seven  schedules.  13/  Schedule  III  applies  to  income  from  agriculture,  cattle  raising, 
and  fishing  industries.  Income  from  these  sources  is  also  subject  to  the  payment 
of   the    excess    profits    tax,    which    is    now    a  part  of  the  general  income  tax  law. 

Mexicans  and  resident  foreigners  are  subject  to  the  tax  on  all  incomes  from 
domestic  or  foreign  source.  In  the  latter  case,  credit  will  be  allowed  for  taxes 
paid  abroad.  Income  from  domestic  sources  earned  by  foreigners  residing  abroad 
is  also  subject  to  the  tax. 

Taxpayers  are  required  to  make  three  advance  payments  at  established 
intervals,  depositing  each  time  one  fourth  of  the  yearly  tax  payment  presumptively 
due.  Taxpayers  with  annual  income  of  less  than  200,000  pesos  have  to  make  only 
two  such  advance  payments. 

Among  the  general  exemptions  established  by  the  income  tax  law  are  non- 
profit organizations,  cooperatives,  rural  credit  associations  of  a  local  character, 
and  ejidatarios. 

The  tax  is  levied  on  the  excess  of  the  gross  income  accruing  to  the  taxpayer 
over  the  legal  deductions.  These  include  only  the  necessary  expenses  incurred  in 
obtaining  the  taxable  income.  Incomes  up  to  2,000 pesos  are  tax-free.  The  balance 
is  taxed  by  a  combined  scale  of  rates;  each  income  bracket  is  subject  to  the  pay- 
ment of  a  fixed  sum  plus  a  certain  percentage  on  the  excess  over  the  lower  limit 
of  such  bracket.  The  fixed  rate  and  the  percentage  addition  are  both  progressive; 
income  between  2,000  and  2,400  pesos  pays  only  1.9  per  cent  on  the  excess,  that 
is,  on  400  pesos;  the  next  bracket  from  2,400  to  3,600  pesos  is  subject  to  the  pay- 
ment of  7.60  pesos  plus  1.95  per  cent  on  the  excess,  i.e.,  on  1,200  pesos,  and  so 
on.  Finally,  incomes  of  more  than  one  million  pay  a  fixed  sum  of  130,000  pesos 
plus  16.5  per  cent  on  any  excess  over  that  amount. 

Taxpayers  in  Schedule  III  with  an  annual  income  of  less  than  200,000  pesos 
are  exempted  up  to  10,000  pesos.  For  the  balance,  each  income  bracket  -  starting 
with  above  10,000  pesos  and  progressing  at  intervals  ofl,000pesos  -  is  subject  to 
the    payment    of  one   out  of  seven  rates,   depending  on  the  source  of  income.  The 

11/  These  purposes  may  include  the  construction  of  some  public  building,  certain 
roads  or  other  communal  improvements,  or  enterprises  for  the  common 
benefit.  The  surtax  may  be  limited  to  a  determined  number  of  years  or  last 
until  the  required  amount  for  the  specified  purpose  is  collected. 

12/    El  Impuesto  Predial  Rustico,  op.  cit.,  p.  94. 

13/   The  law  is  published  in  the  Diario  Qficial,  December  31,  1953. 
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rates  are  fixed  amounts,  determined  for  each  bracket  and  each  one  of  the  seven 
categories  of  income.  The  classification  of  the  latter  in  categories  is  established 
through  a  long  list  containing  specific  trades  and  occupations. 

The  excess  profits  tax  applies  to  taxpayers  with  an  annual  income  of  more 
than  300,000  pesos  when  their  taxable  income  exceeds  15  per  cent  of  the  invested 
capital.  The  rate  is  a  progressive  scale  starting  with  5%  for  profits  between  15 
and  20%,  up  to  25%  for  profits  over  50%.  Profits  up  to  15%  are  exempted. 

D.  Export  Taxes 

Two  types  of  export  duties  are  levied  by  the  Federal  Government:  regular 
export  duties  (impuestos  de  exportacion)  and  a  special  15%  export  tax  (formerly 
called  aforo),  applicable  to  all  products  unless  exempted.  The  regular  export  duties 
are  provided  in  the  export  tariff  schedule  (Tarrifa  de  Impuestos  de  Exportacion) 
which  taxes  about  225  different  commodities.  Most  agricultural  commodities  are 
included.  Rates  are  specific  and  may  be  changed  quarterly  in  accordance  with 
market  prices  or  oftener  by  executive  decree. 

The  special  export  tax,  or  aforo,  was  established  in  1938  with  the  purpose  of 
allowing  the  government  to  share  the  profits  accrued  to  exporters  from  the  peso 
devaluation.  The  original  rate,  which  was  12  per  cent,  was  changed  to  15  per  cent 
in  1949  when  a  new  peso  parity  was  fixed.  Rates  are  assessed  on  the  official  value 
of  exports,  determined  by  valuations  for  each  product  which  the  Ministry  of  Finance 
establishes.  Such  official  valuations  are  subject  to  monthly  changes  and  their 
determination  ought  to  be  based  on  prices  prevailing  in  the  leading  foreign  market 
plus  other  factors  concerned.  Under  the  law  all  exports  are  subject  to  the  payment 
of  the  15  per  cent  export  tax  unless  specifically  exempted.  Exemptions  have  been 
granted  for  a  large  number  of  commodities. 

Rebates  (subsidies)  on  the  15%  export  tax  as  well  as  on  the  regular  export 
duties  have  been  used  quite  frequently  for  other  than  fiscal  purposes.  The  rebates 
or  subsidies  consist  in  paying  back  to  the  exporter  part  or  all  of  the  taxes  he  paid. 
In  most  cases  the  exporters  never  pay  the  full  export  tax,  because  they  obtain  the 
rebate  before  exporting  the  goods. 

Sometimes  export  taxes  are  imposed  with  the  purpose  of  enabling  the  govern- 
ment to  give  concessions  to  producers'  associations  or  co-operatives,  thus  pro- 
moting the  establishment  of  such  organizations. 

E.  Other  Agricultural  Taxes 

On  the  Federal  level,  there  are  certain  small  charges  for  the  use  of  natural 
resources,  such  as  water,  forests,  etc. 

Various  taxes  are  imposed  by  the  States  and  municipalities  upon  the  sale  or 
production  of  farm  products.  Additional  charges  usually  are  imposed  for  the 
Federal  Government.  A  few  examples  relating  to  taxes  on  cotton  will  give  an  idea 
of  their  nature. 

In    the    State    of  Chihuahua,   the   production  tax  on  cotton  is  3  per  cent  of  the 
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value  determined  according  to  officially  approved  prices.  In  Baja  California  Norte, 
it  is  3  pesos  per  bale  of  cotton,  and  in  Durango  the  sale  of  cotton  is  taxed  at  1  per 
cent  of  its  total  value  at  market  prices.  All  these  taxes  were  effective  in  1945. 
Changes  in  the  local  tax  structures  and  in  their  rates  may  occur  from  year  to 
year,     thus     making    it    difficult    to    determine    the    importance  of  a  specific  tax. 

F.  Revenue  Derived  from  Agriculture 

As  mentioned  above,  there  are  three  levels  of  authority  with  taxing  power  in 
Mexico.  The  Federal  Government  is  the  most  important  revenue  receiver  from  the 
point  of  view  of  the  amounts  involved;  next  in  order  are  the  states  and  territories, 
followed  by  the  municipal  authorities.  The  combined  share  of  the  last  two  in  all 
public  revenue  seems  to  have  varied  mainly  within  a  range  of  from  15  to  25  per 
cent. 

The  proportion  of  state  and  municipal  revenue  coming  directly  from  agricul- 
ture is  shown  in  Table  6.  It  indicates  that  between  20  and  24  per  cent  of  total  tax 
revenue  received  at  those  levels  from  1943  to  1949  was  contributed  by  agriculture. 
A  slightly  declining  trend  is  apparent  especially  at  the  state  level. 

No  estimates  are  available  as  to  the  possible  amount  contributed  by  the  agrar- 
ian sector  to  the  total  receipts  of  the  Federal  Government.  It  should  be  noted  that 
income  and  export  taxes,  which  are  paid  partly  by  agriculture,  are  the  main  federal 
revenue  producers.  Farm  commodities,  which  make  up  almost  half  of  the  exports 
by  value  (see  Table  4),  probably  contribute  a  substantial  share  of  the  revenue 
derived  from  export  taxes;  on  the  other  hand,  agriculture  ranks  low  in  revenue 
importance  among  the  activities  paying  income  taxes. 
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3.  STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  PERU 
By  Aron  J.  Aizenstat* 


Peru  is  a  typical  case  of  a  country  in  process  of  development,  with  two 
unintegrated  economic  sectors.  One  is  the  modern,  monetary  economy  built 
mainly  on  international  trade,  i.e.,  production  and  export  of  raw  materials.  The 
stability  of  this  sector  is,  thus,  highly  sensitive  to  the  fluctuations  of  the  world 
market,   and  the  direction  of  its  development  depends  largely  on  external  stimuli. 

The  second  sector  is  represented  by  the  primitive  indigenous  economy, 
which  is  isolated  in  small  subsistence  communities  operating  independently  from 
the  rest  of  the  economy.  This  sector  is  inherently  rigid  and  reacts  little  to 
external  influences.  Furthermore,  the  monetary  sector  produces  most  of  the 
national  income,  although  the  total  population  of  the  country  is  divided  about 
equally  between  both  sectors. 

The  national  income,  at  a  very  low  level  in  absolute  per  capita  terms 
($108  in  195l),  is  unevenly  distributed  among  those  two  sectors,  with  the  largest 
part  going  to  the  monetary  sector.  Even  in  the  latter,  the  distribution  is  far  from 
uniform.  Available  estimates  indicate  that  from  70  to  80  per  cent  of  the  urban 
population  is  living  at  a  barely  subsistence  level.  1/  This  proportion  would  probably 
be  even  higher  for  the  rural  population. 

I.    Agrarian  Structure 

A.   Land  and  Population 

Geographically,    Peru    may    be    considered    as    divided    in  two  main  parts: 

1)  The  coastal  belt  and  Andean  highlands,  where  almost  all  the  population 
(7  1/2  million)  is  concentrated.  The  cultivable  land  available  in  this  region  is 
considered  to  be  well  settled  and  an  increase  in  production  can  only  be  achieved 
through  large  additional  capital  outlays. 

2)  The  forested  region  of  the  Amazon  basin,  with  about  45  per  cent  of  the 
total  area  of  482,000  square  miles  and  less  than  5  per  cent  of  the  total  population. 


*Mr.    Aizenstat  prepared   this   paper  for   the   International   Program  in  Taxation. 
1/    Pan  American  Union,    The    Peruvian  Economy  (Washington,  D.C.,   1950),  p.  92. 
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Isolated  from  the  rest  of  the  country,  this  region  has  remained  unexploited.  Its 
great  potentialities  for  agricultural  expansion  are  contemplated  today  as  a  solution 
for  Peru's  needs  of  additional  cultivated  land. 2/ 

According  to  the  latest  census,  more  than  two-thirds  of  the  Peruvian  popu- 
lation live  on  the  land.  Out  of  the  total  gainfully  employed  population,  62  per  cent 
are  employed  in  agriculture  and  stockraising.3/  Their  activities  produce  about  40 
per  cent  of  the  national  income  (Table  1).  In  spite  of  its  importance  for  the 
whole  economy,  the  production  of  Peru's  major  export  items,  cotton  and  sugar, 
employs     only     10    per    cent    of    the    agricultural  labor  force  (Tables  2  and  3).4/ 

Considering  that  between  20  and  30  percent  by  value  of  the  total  agricultural 
production  is  exported,  it  is  obvious  that  the  average  productivity  per  man  in  the 
production  of  these  export  crops  is  at  least  twice  the  productivity  of  the  workers 
producing  other  commodities.  The  wide  gap  which  exists  between  the  productivity 
of  different  rural  workers  is  primarily  a  result  of  the  great  variety  of  farming 
techniques,  which  range  from  the  primitive  Indian  methods  to  the  more  or  less 
mechanized  exploitation  used  in  the  commercial  plantations. 

B.   Land  Distribution  and  Utilization 

According  to  the  agrarian  census  of  1929,5/,  private  landholdings  comprise 
about  one-fifth  of  the  total  area  of  the  country;  the  other  four-fifths  belong  to  the 
state.   Land  utilization  was  classified  as  follows: 

Type  of  land  Area  Per  cent  of 

(1000  hectares)  total 

Under  cultivation  1,464  1.2 

Cultivable,  but  not  under 
cultivation 

Meadows  and  pastures 

Uncultivable 

Total  landholdings 

Forests,  rivers,  mountains,  etc. 

Total 

The  meaning  of  what  has  been  defined  as  "cultivable  land"  is  not  clear.  It 
seems    that   none   of  these  4.8   million  hectares  can  be  put  into  production  either 

2/   Ugarte,    Luis   Rose,   La   Situacion  Alimenticia  en  el  Peru,  Lima,  Ministerio  de 

Agricultura  (1945),  p.  5  ff. 
3/   The  Peruvian  Economy,  op.cit.,  p.  23. 
4/   Ibid.,  p.  45. 
5/   Ibid.,  passim. 
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Table  3.  Principal  Products  Exported,  as  Percentage 
of  Total  Exports  by  Peru 


Period  Cotton  Sugar 

1925  34.2  12.0 

1935  17.3  11.0 

1940  17.2  11.0 

Average  1941-44  15.3  20.7 

Average  1945-49  27.5  23.7 


Sources:       Banco     Central     de     Reserva    del    Peru,    Bulletin,    June  1950.  Anuario 
Estadistico  del  Peru,   1948-49. 
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Table  4.  Land  Distribution  in  Peru 

A.  Landholding  in  the  Coastal  Cotton  Area 
Size  Per  cent  of  Holdings  Per  cent  of  the  Land 

1  to  19  hectares                                                   56  2 

20  to  99  hectares                                                 33  14 

100  to  1,000  hectares                                         11  40 

above  1,000  hectares                                          1  44 


B.  Landholdings  in  a  Typical  Valley 

Size  Holdings  Area 

Number  Per  cent        Total  Hectares  Per  cent 

under  1  hectare  1,791 

1  to  2  hectares  754 

2  to  6  hectares  884 
6  to  20  hectares  473 
20  to  200  hectares  209 
above  200  hectares  3— 


43.5 

1,311 

) 

18.5 

1,286 

) 

6.0 

21.4 

3,152 

) 

11.5 

4,837 

5.0 

5.0 

11,575 

12.0 

0.1 

70,000 

77.0 

100.00 

100.0 

1/   Plantations  of  commercial  enterprises. 

Sou  re  e :  La  Situacion  Alimenticia  en  el  Peru,  op.  cit, 
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for  lack  of  water  resources  or  because  of  their  inaccessibility.  This  is  confirmed 
by  the  fact  that  the  area  under  actual  cultivation  has  remained  about  the  same 
since  1929  in  spite  of  the  large  increase  in  population. 6/  The  possibility  of  putting 
under  crop  the  7.2  million  hectares  of  meadows  and  pastures  is  limited  by  their 
location  in  the  arid  table-lands  of  high  altitute  and  consequent  inaccessibility  or 
low  productive  capacity. 

The  cultivated  land  per  inhabitant  has  been  decreasing  in  the  last  decades, 
being  at  the  present  about  one-half  of  one  acre.  Statistics  on  the  size  of  land- 
holdings  for  the  whole  country  are  not  available.  Table  4  gives  some  of  the 
partial  data  available.  Small  landholdings  are  predominantly  of  Indian  ownership. 
Some  communal  land  still  exists  but  most  plots  are  individually  owned  and, 
because  of  the  constitutional  prohibition  which  bars  the  Indian  from  selling  his 
land,  a  process  of  continuous  subdivision  has  reduced  the  size  of  his  holding 
to  far  below  any  figure  which  could  be  considered  economically  feasible.  As  a 
result,  most  of  the  indigenous  population  is  stagnating  in  a  state  of  chronic  under- 
employment. 

Although  the  large  estates  occupy  a  high  proportion  of  the  land  area,  they 
are  not  very  large  in  size  if  compared  with  patterns  prevailing  elsewhere  in 
Latin  America  (Table  4,  Section  B).  Most  of  the  larger  landholdings  are  plantations 
cultivating  export  crops,  which  could  probably  not  be  grown  economically  on  the 
smaller  estates.  For  this  reason,  some  absorption  of  small  holdings  by  the  large 
plantations  may  be  taking  place.  The  direct  effect  would  seem  to  be  a  better 
utilization  of  the  land,  though,  unless  the  displaced  farmers  are  integrated  into 
other  activities,  it  makes  more  acute  the  excess  of  manpower  in  relation  to 
available  land. 

C.   Labor  and  Farm  Organization 

The  1940  Population  Census  shows  that  half  of  the  gainfully  employed  in 
agriculture  are  landowners,  independent  tenants,  or  small  farm  owner-operators. 
Independent  wage  laborers  comprise  approximately  10  per  cent  of  the  labor  force 
engaged  in  agriculture.  They  are  mostly  employed  in  the  plantation  estates  and 
their  daily  wage  is  quite  below  that  of  the  industrial  worker. 

The  remaining  manpower  is  supplied  by  different  kinds  of  dependent  share- 
croppers (mejoreros,  partidarios,  etc.)  and  peons  (yanaconas).  Methods  of  labor 
compensation  and  owner- tenant  or  patron-peon  relationships  differ  greatly.  In 
certain  cases  the  Indian  peon  works  five  days  a  week  for  the  landlord  and  gets  a 
small  plot  to  raise  his  own  food;  in  others,  he  works  15  days  out  of  the  month. 
He  almost  always  gets  a  ration  of  foodstuffs  and,  less  frequently,  a  very  small 
cash  payment. 

The  share-cropper  usually  has  to  sow  the  specific  crop  requested  by  the 
landlord  on  90  to  95  per  cent  of  the  land.  A  specified  proportion  of  the  harvest  is 
the  share  of  the  owner  and  the  rest  has  to  be  sold  to  him.    The  latter  advances  the 


6/    La   Situacion   Alimenticia   en  el   Peru,  op.  cit.,  p.  26. 
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laborer  his  subsistence  and  supplies  him  with  the  necessary  tools.  The  value  of 
those  advances  is  to  be  discounted  by  the  landowner  before  paying  the  laborer  for 
his  part  of  the  harvest. 7/ 

Many  of  the  indigenous  population,  who  occupy  the  highland  areas  of  Peru, 
live  in  communities  organized  similarly  to  the  ancient  Inca  villages.  The  land  is 
cultivated  individually  but  the  irrigation  and  other  public  works  are  built  cooper- 
atively. Outside  labor  is  practically  unknown  in  their  self-sufficient  system, 
traditionally  isolated  from  external  contacts. 

D.  Land  and  Rental  Value 

The  only  data  readily  available  on  land  value  is  a  prewar  estimate  which  is 
too  antiquated  for  any  present  use. 8/ 

Available  estimates  on  rental  value  are  of  more  recent  date  (1945).  The 
total  range  of  land  rentals  goes  from  less  than  1  sol  per  hectare  for  forests  in  the 
eastern  jungle-land,  up  to  above  1,000  soles  in  the  more  productive  and  best 
located  valleys. 

The  actual  rents  vary  as  much  as  the  quality  of  the  land,  its  location,  and 
the  existing  improvements.  The  price  for  good  farm  land  in  the  neighborhood  of 
important  urban  centers  is  estimated  at  a  peak  of  750  to  1,050  soles,  if  located 
in  the  low  valleys.  As  the  altitude  goes  up  the  price  goes  down  to  about  240-300 
soles  for  similar  land  in  the  Cordillera.  For  most  rural  regions  the  rental  of 
good  land  ranges  from  100  to  500  soles,  while  pastures  may  be  obtained  at  5  soles 
or  less.  Medium  grade  lands  move  in  the  intermediate  scale.  In  the  central  prov- 
inces of  the  Andean  highlands,  the  rate  for  barley  and  potato  land  is  recorded  at 
25  to  40  soles,  and  if  irrigated,  80  to  120  soles. 9/ 

It  is  worthwhile  to  point  out  that  the  average  productivity  per  hectare  during 
the  same  year  was  approximately  3,800  soles  for  sugar,  1,200  soles  for  cotton  and 
rice,  880  for  potatoes,  400  for  wheat,  and  250  for  barley.  10/  It  would,  however, 
serve  no  purpose  to  compare  directly  these  average  figures  with  the  rental  range 
given  above. 

E.  Marketing  and  Principal  Crops 

Tables  2  gives  the  relative  importance  of  the  principal  crops,  in  terms  of 
money  value  and  cultivated  area.  Except  for  cotton  and  sugar,  most  of  the  agricul- 
tural commodities  are  produced  for  internal  consumption.  Nevertheless,  the 
country  has  to  import  a  large  part  of  its  food  requirements  and  the  government  is 

7/  Longmore,  T.  W.,  Possibilities  of  Agricultural  Colonization  in  Peru,  Ph.  D. 
Thesis  (typewritten),  Michigan  State  College  of  Agriculture  (l950),p.  159. 

8/   Ferrero,  R.  A.,  Tierra  y  Poblacion,  Lima,  Banco  Aaricola  del  Peru  (1938),  p.  25. 

9/   La  Situacion  Alimenticia  en  el  Peru,  op.  cit.,  p.  31. 

10/  These  figures  have  been  computed  from  current  production  statistics  in  order 
to  show  approximately  the  magnitudes  involved.  They  are  not  adjusted  for 
variations  due  to  different  length  of  the  corresponding  crop-years. 
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interested  in  extending  the  area  dedicated  to  food  crops,  although  agriculture  is 
comparatively  more  diversified  in  Peru  than  in  many  other  Latin  American  coun- 
tries. 

A  number  of  frequently  changing  government  programs  which  combine  price 
controls  and  subsidies,  aim  to  protect  the  consumer  of  essential  foodstuffs,  and  to 
offer,  indirectly,  a  guaranteed  price  to  the  domestic  producer.  An  example  of 
price  control  in  the  interest  of  the  consumer  is  the  case  of  sugar  for  domestic 
consumption;  the  government  determines  the  quantity  each  producer  must  deliver 
for  domestic  consumption  and  fixes  the  prices  to  be  charged  to  wholesalers, 
retailers,  and  consumers. 

Wheat  is  a  case  where  both  price  controls  and  subsidies  are  used;  the 
government  fixes  the  price  of  bread  and  the  price  the  miller  has  to  pay  to  the 
producer,  and  then  reimburses  the  miller  for  the  difference  between  the  price  of 
domestic  and  imported  wheat. 

F.  The  Agrarian  Problem 

The  obvious  causes  of  the  deficit  in  food  production  are  land  scarcity  and 
the  low  output  per/  man  which  characterizes  most  of  the  Peruvian  agriculture. 
Peru,  which  is,  as  a  whole,  sparsely  populated,  has  today  under  cultivation  only 
one-half  of  one  acre  per  inhabitant.  The  total  area  under  cultivation,  which 
represents  only  1.2  acres  per  farm  worker,  has  remained  almost  stationary 
since  1929.11/  The  failure  to  increase  the  cultivated  area  at  a  pace  with  the 
growth  of  population   is  accounted  for  by   the  country's  peculiar  characteristics: 

1)  The  coastal  lands  are  arid  and  their  cultivation  depends  upon  the 
possibilities  of  irrigation  with  water  supply  from  mountain  rainfall, 
which  is  unstable  and  generally  scarce. 

2)  The  Andean  highlands  contain  little  fertile  soil,  and  that  which  is 
available  is  well  settled  by  the  Indian  population.  Due  to  the  primitive 
methods,  the  latter  employ  an  excess  of  manpower  in  order  to  obtain 
their  meager  living. 

3) The  eastern  Amazon  region  is  the  main  reserve  of  unutilized  land 
suitable  for  agriculture,  but  the  Andean  Cordillera  is  a  stern  barrier 
between  this  region  and  the  populated  cities  on  the  Pacific  coast.  In- 
accessibility, lack  of  means  of  transportation,  and  the  large  initial 
investment  required  to  clear  the  land  have  so  far  prevented  the 
development  of  the  potentialities  of  this  region. 

G.  Land  Reform  and  Development  Schemes 

In  Peru  the  problem  of  land  reform  is  inseparably  linked  with  the  problem 
of  the  indigenous  rural  population,  which  forms  an  exogenous  element  in  relation 
to  the  modern  social  and  economic  structure  of  the  nation.    Their  overall  integration 

11/    La   Situacion  Alimenticia  en  el  Peru,  op.  cit.,  p.  26. 
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is  a  matter  of  social  and  educational  work  as  well  as  economic  reform.  (Because 
of  the  slow  nature  of  such  a  process,  it  seems  to  be  generally  realized  that  any 
action       to    improve    the    Peruvian    agriculture    will    have  to  proceed  gradually.) 

The  Ministry  of  Agriculture  has  a  program  for  the  increase  of  wheat,  rice, 
and  meat  production.  This  program  calls  for  a  total  outlay  of  270  million  soles  12/ 
during  the  period  between  1951  to  1956,  mostly  in  the  form  of  long-term  loans  to 
farmers. 

In  addition  to  that  program,  the  Ministry  of  Agriculture  is  carrying  out 
particular  irrigation  projects  in  order  to  increase  the  cultivated  area  or  to  improve 
productivity.  It  is  equally  active  in  the  efforts  to  mechanize  agrarian  production. 
Loans  for  this  purpose  have  been  granted  by  the  International  Bank  for  Reconstruc- 
tion and  Development. 

In  the  Amazon  region,  different  colonization  projects  have  been  started  with 
the  participation  of  private  foreign  capital,  but  most  colonization  work  is  still  in 
a  pioneering  stage. 

II.   Taxation  of  Agriculture 

A.  The  Peruvian  Tax  System 

A  great  multiplicity  of  taxes,  literally  hundreds  of  them,  mostly  ear- 
marked for  specific  purposes  and  many  applying  only  in  a  particular  region  of 
the  country,  make  the  whole  tax  structure  exceedingly  complex. 

Commodity  taxes  are  by  far  the  major  source  of  tax  revenue.  About  50  per 
cent  of  all  tax  receipts  are  derived  from  export  and  customs  duties,  while,  on  an 
average  over  the  last  ten  years,  about  25  per  cent  is  produced  by  taxes  on  income 
and  wealth.  The  system  as  a  whole  would  seem,  therefore,  to  impose  a  dis- 
proportionate burden  on  the  lower  income  group.  However,  if  due  consideration 
is  paid  to  the  fact  that  export  taxes  are  closely  related  to  the  profits  taxes  and 
that  income  taxes  on  wage  earners  are  insignificant,  the  trend  for  the  last  decade 
would  indicate  that  the  relative  burden  on  low  income  groups  has  been  considerably 
diminished.  13/ 

As  shown  in  the  following  description  of  the  major  taxes  which  affect  the 
agricultural  sector,  agriculture  is  not  treated  as  a  "privileged"  activity  in  the 
Peruvian  tax  system. 

B.  Land  Tax 

In  Peru,  property  taxes  have  traditionally  been  assessed  on  the  basis  of 
income  from   real  property.   The    "rural  and  urban  property  tax"  was,  therefore, 


12/   U.   S.   $1.00   is  equivalent  to  about  18  soles. 

13/   United  Nations,    Public    Finance  Information  Papers,  Peru,  ST/ECA/SER.A/6 
(1951),  pp.  29-31. 
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included  as  a  special  chapter  in  the  general  income  tax  law  of  1934.  It  should  be 
pointed  out,  however,  that  the  "rural  and  urban  property  tax"  (Impuesto  a  los 
predios  rusticos  y  urbanos)  is  different  from  the  schedular  income  tax  which 
applies  to  agriculture  as  well  as  to  industry  and  commerce  and  will  be  described 
in  the  next  section. 

The  tax  on  rural  property  is  a  flat  rate  of  7  per  cent  of  the  annual  net  income, 
which  is  the  gross  income  less  10  per  cent  to  cover  expenses.  The  gross  income 
is  determined  as  follows: 

l)    If  the   land  has   been   rented  the  gross  income  is  the  actual  rent 
received  annually. 

2)  If  leased  on  a  share  crop  system,  it  is  figured  on  the  average 
price  of  the  produce  paid  as  rent  for  the  preceding  year,  after 
deducting  any  export  duties  assessed. 

3)  If  unrented,  it  is  figured  at  3  to  6  per  cent  of  the  declared  value 
of  the  land,  the  exact  rate  to  be  determined  by  the  revenue  de- 
partment according  to  local  circumstances. 

The  same  law  established  a  tax  of  3  1/2  per  thousand  on  the  value  of  un- 
cultivated land. 

The  administration  and  assessment  of  the  tax  on  real  estate  income  are 
based  on  cadastral  records  establishing  the  land  value  and  the  gross  annual 
income  as  declared  by  the  owner  or  assessed  by  the  revenue  inspector. 

C.   Income  Tax 

Profits  from  agriculture  are  subject  to  the  same  taxes  as  income  from 
industry  and  commerce.  They  are  taxed  at  progressive  rates  ranging  from  7  per 
cent,  for  incomes  of  less  than  10,000  soles,  up  to  20  per  cent,  for  incomes  above 
100,000  soles.  The  base  for  this  tax  is  the  excess  of  total  gross  receipts  over 
the  total  amount  of  expenditures  and  depreciation  allowed.  It  is,  thus,  quite 
different  from  the  base  of  the  land  tax,  with  exception  of  case  (l)  described  above, 
which  would  differ  only  in  the  amount  of  expenses  fixed  by  the  law. 

Incomes  up  to  1,000  soles  are  exempted  and  allowances  for  dependents  are 
deductible     from     the     net    income    according    to    a    schedule  determined  by  law. 

An  excess  profits  tax  applies  to  profits  (including  those  from  agriculture) 
in  excess  of  normal  profits  defined  as  either  (a)  the  average  profits  earned  over 
the  period  193  8-40,  or  (b)  10  per  cent  of  the  capital  of  the  business.  The  rates  on 
excess  profits  are: 
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Per  cent 

On  amounts  not  exceeding  50,000  soles  10 

On  the  next  50,000  soles  12 

On  amounts  between  100,000  soles  and 

1  million  soles  15 

On  amounts  over  1  million  soles  20 

There  is  also  a  complementary  tax  which  applies  to  individual  incomes  in 
excess  of  10,000  soles.  It  is  levied,  in  the  case  of  agriculture,  at  progressive 
rates  which  range  from  2  per  cent,  on  net  incomes  up  to  15,000  soles,  up  to  30 
per  cent,  on  incomes  exceeding  100,000  soles. 

D.   Export  Taxes 

The  export  duties  imposed  on  the  two  main  agricultural  export  crops,  sugar 
and  cotton,  consist  of  a  host  of  complex  rates  levied  on  different  bases,  with 
many  partial  exemptions  according  to  localities  and  shipment  points,  and  a 
great  deal  of  surcharges  and  special  taxes.  These  duties  can  be  summarized  as 
follows:  14/ 

Cotton 

a)  50     per    cent    of    the    difference    between    the    cost  of  production,  as 
calculated  by  the  Government,  and  the  actual  export  price; 

b)  various    other    duties   levied  on  a   specific   basis,   e.g.,  a  tax  of  .3017 
U.S.  dollars  levied  per  short  ton  of  cotton  exported; 

c)  one  per  cent  ad  valorem. 


Sugai 


a)  progressively  graduated  tax  levied  on  the  excess  over  the  fixed  price 
established  by  the  Government  as  follows: 

20  per  cent  on  excess  up  to  50  per  cent  over  fixed  price 
30    per    cent    on    excess    from    50    to    100  per  cent  over  fixed  price 
40    per    cent    on    excess   from    100   to    150  per  cent  over  fixed  price 
50  per  cent  on  excess  above  150  per  cent  over  fixed  price; 

b)  specific    levies   which   vary   depending  on   the  ports  through  which  the 
sugar  is  exported; 

c)  one  per  cent  ad  valorem. 

E.   Other  Taxes 

Real  estate  transfers  are  taxed  at  a  flat  rate  of  4  per  cent. 

14/   The    United  Nations  Public  Finance  Information  Paper  on  Peru,  op.cit. 
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Tax-like  measures,  in  the  form  of  multiple  exchange  rates,  existed  until 
1949.  These  operated  against  the  producer  for  export  and  in  favor  of  the  import 
of  foreign  foodstuffs. 

F.   Revenue  Contributed  by  Agriculture 

The  receipts  from  the  main  taxes  paid  directly  by  the  agrarian  sector  are 
shown  on  Table  5.  The  share  contributed  by  agriculture  to  total  tax  revenue 
appears  to  have  been  rising  during  the  decade  covered.  The  share  contributed  by 
agriculture  is  likely  to  fluctuate  more  widely  now  than  in  the  past,  as  a  result  of 
the  increased  importance  of  export  taxes  and  the  tendency  of  these  taxes  to  vary 
sharply  as  international  prices  of  the  taxed  commodities  change. 

The  absolute  figures  given  in  Table  5  should  be  considered  in  the  light  of 
the  fact  that,  during  the  decade  covered  by  the  data,  the  Peruvian  sol  suffered  a 
depreciation  of  about  85  per  cent.  A  close  examination  of  the  figures  will  reveal 
that  only  the  export  tax  receipts  have  increased  beyond  the  extent  of  the  monetary 
depreciation,  while  land  tax  revenue  has  lagged  far  behind. 

A  comparison  between  the  figures  given  in  Tables  1  and  5  shows  that  the 
relative  yield  of  the  taxes  levied  on  agriculture  is,  on  the  whole,  quite  closely 
correlated  with  the  proportion  of  national  income  produced  in  the  agrarian  sector. 
In  that  connection,  it  is  interesting  to  observe  that: 

1)  The  percentage  of  tax  yields  is  more  variable  from  year  to  year  than 
the  percentage  of  national  income  originating  in  agriculture. 

2)  The  percentage  of  tax  yields  fluctuates  over  a  wider  range  during  the 
whole  period  than  the  percentage  of  national  income.  The  jump  in  the 
percentage  of  yield  from  1945  to  1946  separates  the  figures  into  what 
looks  like  two  different  series;  the  percentages  for  1946-51  are  on  a 
level  almost  double  that  for  1942-45.  In  contrast,  the  series  represent- 
ing the  national  income  percentages  forms  a  U-shaped  curve  for  the 
period  from  1942  to  1951. 

The  chief  factor  underlying  the  differences  in  the  fluctuations  and  shapes  of 
the  two  curves  is  the  instability  of  the  export  market  for  cotton  and  sugar. 
(Although  tax  legislation  is  to  some  degree  an  independent  factor,  it  is  also 
responsive  to  changes  in  the  export  market  over  the  long  run.)  The  influence  of 
these  two  crops  is  shown  in  such  developments  as  the  following: 

1)  The  relatively  low  level  of  tax  yields  up  to  1945  is  due  to  the  dislocation 
of  the  export  market  in  the  early  war  years.  The  export  boom  im- 
mediately following  the  end  of  the  war  accounts  for  the  large  increases 
during  1946-47.  The  pre-Korean  recession  lowered  the  1949  yield, 
while  the  succeeding  boom  for  raw  materials  lifted  the  1950  and  1951 
figures  to  new  heights. 

2)  The  lesser  amplitude  of  the  fluctuations  in  the  national  income  per- 
centages is  explained  by  the  importance  of  production  for  domestic  con- 
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sumption,  which  provides  a  floor  to  the  fluctuations,  and  by  the  fact  that 
changes  in  the  percentage  for  the  agricultural  sector  are  partly  the 
result  of  fluctuations  in  the  income  from  other  sectors. 

The  influence  of  tax  legislation,  i.e.,  the  enactment  of  new  taxes  or  higher 
rates,  can  be  seen  in  Table  1  in  the  series  under  the  heading  "Direct  Taxes." 
The  imposition  of  new  levies  during  the  1943-46  period  largely  explains  the 
divergent  behavior  of  the  income  and  yield  series  in  these  years.  The  sudden  jump 
in  yield  in  1946  was  a  delayed  response  to  the  new  levies;  during  the  preceding 
years  the  new  taxes  merely  made  up  for  the  diminished  activity  of  the  export 
market. 

G.    Summary 

It  has  been  shown  that  taxes  absorb  an  important  fraction  of  the  income 
originating  in  agriculture,  or  at  least  of  the  income  derived  from  the  production 
of  export  crops.  Yet  it  should  be  remembered  that  most  of  the  export  taxes  are 
designed  primarily  in  order  to  secure  a  share  for  the  state  in  any  favorable 
price  development  in  the  international  market.  This  reveals  the  large  dependency 
of  the  whole  fiscal  structure  on    exogenous   factors. 

The  effect  of  taxes  on  the  magnitude  of  profits  is  determined  by  the  condition 
of  the  export  market.  In  a  market  with  rising  prices,  tax  yields  will  rise  rapidly 
and  absorb  an  increasing  part  of  the  profits.  At  the  same  time,  production  will 
tend  to  achieve  its  maximum  within  the  limits  of  the  available  factors  of  production 
and  the  limited  possibilities  of  expansion  in  the  short  run.  With  falling  prices, 
the  market  will  return  to  a  system  of  quotas  and  restrictions.  Tax  yields  will 
fall,  but  the  diminished  tax  burden  will  have  practically  no  influence  on  the  output, 
which  will  also  decrease.  The  output  and  sales  of  export  crops  will  not  be  stimu- 
lated by  the  reduction  in  taxes,  because  Peruvian  taxes  affect  mainly  extra  profits 
and  prices  above  a  certain  "bottom."  Other  fiscal  measures,  such  as  direct 
subsidies,  could  be  used  for  incentive  purposes,  up  to  the  point  where  international 
market  regulations  stop  any  further  export  possibilities  for  Peru. 

Concerning  the  non-export  sector  of  agriculture,  there  is  not  enough  infor- 
mation to  support  any  generalization,  but  the  over-all  picture  leaves  the  impression 
that  taxation  is  a  very  minor  factor. 
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4.  STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  CHILE 


By  the  Fiscal  Division,  Department  of 
Economic  Affairs,  United  Nations 


L  Agrarian  Structure 


A.    Land  and  Population 


Of  Chile's  total  population  of  six  million  inhabitants,  about  40  per  cent  is 
living  on  the  land.  The  gainfully  employed  in  agriculture  are  estimated  at  one 
third  of  the  total  gainfully  employed  population,  while  less  than  20  per  cent  of 
the  national  income  is  produced  by  the  agricultural  sector  (see  Table  l). 

Recent  studies  in  productivity  estimate  output  per  worker  in  agriculture 
at  less  than  30  per  cent  of  the  output  per  worker  in  industry  and  mining. 

The  total  area  of  Chile  comprises  188  million  acres,  of  which  about  one 
third  is  considered  productive  land.  Only  one  half  of  the  productive  area,  or 
about  32  million  acres,  is  devoted  to  agriculture  and  animal  husbandry.  Of  this 
total  17  million  acres  are  in  pasture,  only  8  million  are  under  crops,  and  7  million 
are  fallow  in  natural  grass.  Eighty  per  cent  of  the  land  under  crops  is  in  cereals, 
mainly  wheat. 

B.    Land  Tenure  and  Utilization 

The  distribution  of  the  land  according  to  the  size  of  holdings  is  given  in 
Table  2.  A  close  analysis  of  the  statistics  for  holdings  of  more  than  2,500  acres 
shows  that  almost  90  per  cent  of  the  land  is  occupied  by  forests  and  natural 
pastures,  as  well  as  sterile  land,  and  that  not  much  more  than  10  per  cent  is 
under  cultivation.  At  the  other  extreme,  the  holdings  of  less  than  12.5  acres  are 
under  cultivation  to  the  extent  of  89  per  cent  of  their  area.  The  family-size 
farms  of  up  to  250  acres  comprise  less  than  25  per  cent  of  the  total  farmed 
area,  but  are  more  intensively  cultivated  and  account  for  about  45  per  cent  of  the 
total  agricultural  output. 

Cnly  a  small  fraction  of  the  large  haciendas  is  under  actual  cultivation. 
According  to  figures  of  the  1935/36  Agricultural  Census,  the  utilization  of  their 
irrigated   land  was   less  than   50   per  cent  in  some  regions.    The  under-utilization 
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of  land  in  the  large  holdings  is  best  illustrated  by  the  82  such  holdings  resettled 
by  the  Caja  de  Colonizacion  into  3,000  farm  holdings.  Woodland  was  reduced  in 
the  new  colonies  by  35  per  cent,  natural  pastures  by  3  per  cent,  and  farmed  land 
by  128  per  cent. 

In  general  the  size  of  cultivation  units  varies  no  less  than  the  size  of  the 
holdings.  The  average  area  of  farmed  land  per  category  of  holding  shown  in 
detail  in  Table  2  may  give  some  idea  about  its  distribution.  A  very  characteristic 
farming  unit,  not  shown  in  the  table,  is  the  piece  of  land  of  about  two  or  three 
acres    assigned    by    the    landlord    to    each   inquilino  for  his  subsistence  farming. 

C.  Farm  Organization 

As  indicated  in  Table  2,  the  bulk  of  the  farmed  land  is  in  the  form  of  big 
estates  operated  under  central  management  with  the  labor  of  a  considerable 
force  of  dependent  tenants,  called  inquilinos. 

The  inquilino  lives  permanently  on  the  estate,  together  with  his  family. 
He  receives  a  house  and  a  small  piece  of  land  for  subsistence  farming.  During 
the  days  that  he  works  for  the  landlord,  the  inquilino  receives  a  cash  wage 
equivalent  to  between  $0.20  and  $0.40  per  day,  as  well  as  a  ration  of  foodstuffs. 
In  addition,  it  is  not  uncommon  for  an  inquilino  to  receive  a  second  piece  of 
land,  somewhat  larger  in  area,  to  cultivate  on  shares  (half-and-half)  with  the 
landowner  in  payment  for  seeds  and  the  use  of  tools  and  oxen  and  as  rent  of  the 
land. 

The  landowner  always  retains  legal  ownership  of  the  house  and  any  land 
assigned  to  the  inquilino.  The  status  of  his  ownership  is  that  of  absolute  private 
property. 

The  obligations  of  the  inquilino  are  fixed  by  custom  rather  than  by  law. 
Usually  the  tenant  supplies  labor  for  some  240  days  a  year,  but  he  is  generally 
available  whenever  work  has  to  be  done  at  the  estate.  Only  recently  has  social 
legislation  been  passed  in  an  attempt  to  regulate  the  relations  between  the  landlord 
and  the  inquilino.  The  emphasis  is  on  protecting  the  latter' s  rights  as  a  hired 
worker,  rather  than  on  giving  any  legal  protection  to  his  land  possession. 

More  than  50  per  cent  of  the  rural  population  lives  on  the  large  estates 
supplying  most  of  the  labor.  The  rest  of  the  rural  labor  force  is  comprised  of 
the  small  landowners,  who  operate  their  own  farms,  and  the  independent  rural 
worker.  The  latter,  amounting  roughly  to  20  per  cent  of  the  gainfully  employed 
in  agriculture,  is  an  unstable  seasonal  type  of  worker,  partially  engaged  also 
in  industry  or  public  works.  His  pay  is  from  5  to  8  times  the  cash  wage  of  the 
inquilino. 

D.  Marketing  and  Principal  Crops 

Cereals  comprise  more  than  one  half  of  the  total  value  of  farm  production. 
The  relative  value  of  the  principal  products  in  relation  to  total  crop  production, 
as   calculated  for  the  years  1945-49,  shows  that  wheat  is  of  more  importance  than 

340 


any  other  cereal  and  accounts  for  44.1  per  cent  of  the  total  value  of  production. 
Maize,  together  with  other  cereals,  accounts  for  12.9  per  cent;  potatoes  represent 
14  per  cent;  pulses,  9.5  percent;  wines,  15.1  percent;  and  industrial  crops,  4.4 
per  cent. 

Export  of  agricultural  products,  mainly  pulses  and  wines,  has  been  decreasing 
continually  from  an  average  of  22  per  cent  of  total  exports  for  the  years  1925-29 
to   8  per  cent  for  the  years  1945-49.   In  1951-52  it  was  6  per  cent  of  total  exports. 

Most  of  the  marketed  crop  comes  from  the  large  haciendas,  as  they  account 
for  the  major  part  of  the  cash-crop  production.  Subsistence  farming  can  be  found 
among  part  of  the  small  landowners  and  is  predominant  for  the  production  which 
the  inquilino  raises  on  his  small  plot  of  land.  The  proportion  of  agricultural 
production  which  does  not  reach  the  market  may  be  estimated  at  between  12  and 
16  per  cent. 

E.   The  Agrarian  Problem 

With  the  organization  of  the  Corporacion  de  Fomento  in  1939,  the  in- 
dustrialization of  Chile  received  a  strong  impetus,  bringing  about  increased 
urbanization  and  higher  standards  of  living,  with  a  subsequent  rise  in  consumption. 
Although  agricultural  output  increased  at  a  rate  of  1.6  per  cent  a  year  in  the  decade 
ending  in  1949-50,  food  consumption  rose  at  an  annual  rate  of  2.3  per  cent.  The 
gap  was  filled  by  food  imports.  Chile's  net  annual  export  surplus  of  farm  and  sea 
products  in  the  mid-thirties  gave  way  to  a  net  annual  import  deficit. 

The  IBRD  and  FAO  study  estimates  that  an  annual  increase  of  3.12  per  cent 
in  agricultural  production  between  1952  and  1960  would  be  needed  to  maintain 
imports  at  the  1945-49  level.  1/  This  represents  an  absolute  increase  for  1960 
of  more  than  one  third  above  the  present  level  of  production.  Such  a  goal  could  be 
achieved  by  adequate  capital  outlays  and  technical  improvements  in  farming 
methods,  but  the  opportunities  to  realize  these  conditions  are  hampered  by  specific 
problems,  the  principal  ones  being: 

(l)  The  relatively  high  cost  of  opening  new  lands.  In  the  southernmost  third 
of  its  elongated  territory,  Chile  has  large  reserves  of  unutilized  land  suit- 
able for  agriculture.  These  lands  can  be  put  into  production  only  through 
large  capital  investments  in  the  form  of  drainage  or  clearance  of  land 
where  forests  have  been  cut  or  burned. 2/ 


1/  The  Agricultural  Economy  of  Chile,  Report  of  a  Mission  organized  by  the 
International  Bank  for  Reconstruction  and  Development  and  the  Food  and 
Agriculture  Organization    (December  1952). 

2/  There  exists,  however,  the  possibility  of  increasing  production  through 
better  utilization  of  the  land  presently  devoted  to  agriculture  and  cattle- 
breeding.  As  mentioned  in  section  A,  most  of  such  area  is  either  used  for 
pasture  or  lays  fallow  in  natural  grass.  Reference  to  this  problem  has  already 
been  made  in  section  B,  above. 
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(2)  Low  productivity  due  to  the  prevailing  pattern  of  agricultural  organiza- 
tion, which  makes  little  use  of  modern  equipment  and  offers  no  incentive 
to  the  inquilino  laborer  to  become  more  efficient. 

(3)  The  general  inflation  (prices  have  risen  between  10  and  30  per  cent 
annually  in  most  of  the  last  twenty  years)  deters  investment  in  farm 
equipment  and  channels  most  savings  into  the  acquisition  of  real  estate, 
with  the  purpose  of  speculation  rather  than  of  production. 

(4)  Price  controls,  which  are  designed  primarily  to  check  the  rise  in  price 
of  essential  commodities,  including  practically  all  the  production  of  the 
farmer,  have  put  a  limit  to  the  latter's  return.  At  a  time  of  general 
inflation  such  controls  discourage  further  investment  to  increase  farm 
production. 

(5)  Differential  rates  of  exchange  usually  penalize  agricultural  exports, 
giving  at  the  same  time  preferential  treatment  to  food  and  raw  material 
imports. 

F.    Land  Reform  and  Development  Schemes 

Although  most  experts  agree  that  the  present  pattern  of  farm  organization 
contributes  to  the  underutilization  of  the  land  and  inefficiency  of  labor,  the  issue 
of  land  reform  has  been  pressed  in  Chile  less  than  in  several  other  Latin  American 
countries.  No  land  reform  legislation  has  been  passed  or  is  contemplated  for 
the  immediate  future. 

The  Government's  action  in  this  field  has  been  limited  to  that  of  the  Caja 
de  Colonizacion  -  a  long-established  institution  known  in  most  Latin  American 
countries  -  which  promotes  the  settlement  of  family  farms  by  providing  land 
and  long-term  loans.  In  the  first  twenty-four  years  of  its  existence,  it  has 
established  only  some  3,000  farm  holdings.  Almost  no  progress  has  been  made 
during  the  last  decade,  largely  because  the  decline  in  the  purchasing  power  of  the 
peso  has  rapidly  depleted  the  available  funds  for  new  colonization.  To  provide 
new  funds  for  the  Caja,  the  Government  has  recently  issued  bonds  which  vary  with 
the  price  of  wheat,  milk,  and  wool. 

Some  limited  projects  of  irrigation  and  clearance  of  new  land  have  been 
carried  out  by  the  Department  of  Agriculture.  During  the  last  two  years  the 
Corporacion  de  Fomento  has  stimulated  the  production  of  sugar-beet  in  connection 
with  the  first  steps  to  develop  a  domestic  sugar  industry.  Sugar-beet  growing  is 
also  tied  to  a  new  and  improved  system  of  crop  rotation,  which  will  allow  the 
constant  cultivation  of  certain  soils. 

A  program  of  agrarian  policy,  aiming  to  raise  the  output  in  pace  with  the 
increasing  needs  of  the  Chilean  population,  has  been  outlined  in  the  report  of  the 
IBRD  and  FAO  Mission.  Among  the  technical  improvements  recommended,  the 
program  relies  mainly  on  the  introduction  of  modern  mixed  farming,  improved 
transportation  and  marketing  facilities,  and  agricultural  services.  As  to  the  fiscal 
aspects,    the   report   stresses   particularly   the   need   for  an  effective  stabilization 
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policy  to  protect  the  farmer  against  the  hazards  of  inflation,  and  recommends 
the  discontinuation  of  those  price  and  exchange  controls  which  discriminate 
against  the  farmer.  The  brief  reference  in  the  report  to  taxation  advocates 
exemption  of  land  tax  on  operational  farm  structures  such  as  stables,  barns,  and 
sheds. 

II.   Taxation  of  Agriculture 

The  essential  features  of  the  tax  system  of  Chile  were  established  a 
generation  ago.  As  new  revenues  were  needed  additional  rates  were  put  on  top 
of  the  old  ones.  The  constant  addition  of  new  provisions,  without  changing  the 
basic  laws,  made  the  whole  system  complex  to  a  point  where  even  the  simple 
determination  of  the  actual  rates  of  a  certain  tax,  not  to  mention  the  tax  burden 
on  a  particular  activity,  becomes  a  burdensome  task. 

A  brief  summary  of  the  taxes  affecting  agriculture  follows. 

A.    Land  Taxes 

Real  estate,  rural  as  well  as  urban,  is  subject  to  a  general  tax  proportional 
to  the  estimated  actual  value  of  the  property  (see  Table  3).  The  basic  law  of 
1927  requires  cadastral  reassessments  every  five  to  ten  years.  The  real  estate 
office  reviews  the  valuations  of  about  one  sixth  of  the  country  during  each  year; 
as  a  result  it  takes  around  six  years  to  reassess  the  same  land.  With  prices 
rising  sharply  each  year,  assessed  values  of  land  are  thus,  most  of  the  time,  far 
below  their  actual  value. 

The  tax  is  administered  by  the  Central  Government,  but  part  of  the  revenue 
is  earmarked  for  the  local  government  and  part  for  road  construction.  The 
ordinary  rate  of  8.5  per  thousand  is  distributed  as  follows: 

Central  Government  4        per  thousand 

Municipal  3/  2        per  thousand 

Road  construction  2.5    per  thousand 

In  addition  to  the  above,  there  are  many  special  rates  which  are  largely 
imposed  for  the  benefit  of  municipalities  and  earmarked  for  special  projects, 
chiefly  public  improvements.  These  raised  the  average  total  rate  in  1951  for  rural 
property  to  about  13  per  thousand. 

The  basic  law  and  subsequent  amendments  established  many  exemptions. 
The  principal  ones  are: 

(a)  property  valued  at  less  than  10,000  pesos; 

(b)  the  mortgage  debt  up  to  40  per  cent  of  the  assessed  value; 

(c)  forests   planted   on   land   inappropriate   for  cultivation  are  exempted  for 
thirty  years; 

(d)  cooperatives  pay  only  50  per  cent  of  the  land  taxes; 

(e)  improved  houses   for   farm   laborers  are  given  a  tax  reduction  of  50  per 
cent. 

3/   This   term   includes   the  comunas,    which   are    subdivisions  of  the  provinces  or 
rural  districts. 
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Table     3.    Rural    Property  Valuations  and  Land  Taxes  in  Chile 

Total  Land  Tax  Revenue  Average  Rate 

Assessment  (millions  of  pesos)  (per  thousand 

(millions  pesos  of 

of  pesos)  Central  taxable 

Year                                   Government  Municipal        Total  assessment) 

1941  13,116  63  34  97 

1942  14,182  70  40  110 

1943  15,437  76  43  119  9.07 

1944  17,795  90  55  145  9.35 

1945  21,576  115  78  193  9.52 

1946  23,630  131  87  218  9.88 

1947  24,585  135  90  225  10.92 

1948  26,186  140  99  239  11.28 

1949  29,649  172  128  300  11.76 


Source:    Based  on  figures   given  in:  ivlemoria  de  la  Direccion  General  de  Impuestos 
Internos  de  Chile,   1941  to  1949. 
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The  law  provides  that  the  general  real  estate  tax  should  be  increased  by 
2  per  thousand  in  the  case  of  cultivable  land  which  is  kept  idle.  This  surcharge, 
however,  is  seldom  enforced. 

Real  estate  sales  or  transfers  are  taxed  at  a  flat  4  per  cent  rate,  to  be 
divided  equally  between  the  seller  and  buyer. 

A  special  tax  is  levied  on  newly  planted  vineyards.  It  is  assessed  on  the 
basis  of  the  area  of  new  plantations.  The  aim  of  this  tax  is  to  discourage  domestic 
consumption  of  wine.  Producers  of  grapes  for  consumption  as  such  are  exempted, 
as  well  as  producers  for  export  in  certain  conditions.  (The  revenue  of  the  last 
two   taxes   represents  the  major  part  of  the  miscellaneous  receipts  given  in  Table 

4.) 

B.    Income  Tax 


The  Chilean  income  tax  is  of  the  so-called  schedular  type.  Income  is 
classified  in  various  categories,  which  are  taxed  at  different  proportional  rates. 
In  addition,  a  complementary  tax  is  levied  on  the  global  income  from  all  sources. 

Income  from  agriculture  is  subject  only  to  the  payment  of  the  global  comple- 
mentary tax  and  eventually  the  additional  surcharge  on  earnings  that  go  abroad. 
Exceptions  to  this  are  incomes  from  agriculture  earned  by  corporations  and  by 
owners  or  operators  of  farms  whose  cadastral  value  adds  up  to  one  million 
pesos  or  more.  Their  incomes  are  included  in  the  third  category  and  are  subject 
to  the  same  taxation  as  incomes  from  industry  and  trade. 

The  complementary  tax  on  global  income  of  individuals  has  a  progressive 
rate  structure,  the  present  range  being  from  8  to  50  per  cent.  The  rates  start 
with  incomes  over  100,000  pesos.  The  complementary  tax  also  applies  to  corpor- 
ations, the  rate  being  6  per  cent  of  their  total  assessable  income. 

The  third  category  incomes,  which  include  incomes  from  industry  and  trade 
as  well  as  from  agrarian  enterprises  of  a  million  pesos  or  more,  as  defined 
above,  are  taxed  at  a  proportional  rate  of  1 1  per  cent,  in  addition  to  the  global 
complementary  tax. 

Unless  farm  income  can  be  determined  by  a  regular  system  of  bookkeeping, 
the  assessable  income  cannot  be  less  than  7  per  cent  of  the  cadastral  value  of  the 
land. 4/  In  practice,  the  basis  for  the  income  tax  is  the  same  as  that  of  the  land 
tax,  i.e.., assessed  value.  Due  to  the  inflation,  the  latter  usually  is  far  below  the 
actual  value. 

C.    Other  Taxes 

A     nominal     export    tax    is    applied    to    exports    of  peas  and  similar  crops. 

Wine   is   taxed   as   heavily   as   all   other  alcoholic  beverages  and  by  a  host  of 

4/  Formerly  it  was  9  per  cent,  but  it  was  reduced  due  to  revaluations  of  property. 
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different  taxes  designed  either  to  discourage  domestic  consumption  of  those 
items  or  for  purely  fiscal  purposes.  The  complexity  and  great  number  of  such 
taxes  prevent  their  inclusion  in  the  present  study. 

Contributions  to  social  security  funds  represent  a  sizeable  proportion  of 
the  total  payroll.  The  basic  contribution  for  wage  earners  is  fixed  at  13  per  cent, 
of  which  the  employer  pays  8  per  cent. 

D.  Trade  Policy  of  the  Government 

No  special  marketing  boards  exist  in  Chile,  but  the  Government  through  the 
Institute  de  Economia  Agricola  fixes  the  prices  of  the  principal  agricultural 
products,  mainly  with  the  intention  of  protecting  the  consumer,  as  is  the  case  with 
price  ceilings  on  wheat. 

Of  more  importance  is  the  Government's  manipulation  of  foreign  exchange. 
Introduction  of  differential  exchange  rates  started  in  1932  when  Chile  went  off 
the  gold  standard  and  the  peso  was  devaluated  officially  50  per  cent.  The  import 
rate  established  then  was  36  pesos  to  the  dollar  and  the  export  rate  24.4  pesos, 
while  the  free  market  rate  went  up  to  65.  With  the  passage  of  time,  this  system 
has  become  extremely  complex  with  different  rates  for  each  group  of  products 
and  even  for  individual  products. 5/  Essentially,  it  has  the  effect  of  favoring  other 
sectors  at  the  expense  of  the  farmer:  the  import  rate,  which  was  allocated  to 
essential  foodstuffs,  was  at  a  premium  in  relation  to  the  free  rate  and  thus 
encouraged  the  introduction  and  consumption  of  foods  from  abroad.  On  the  other 
hand,  the  export  rate  was  the  lowest,  thus  being  equivalent  to  an  export  tax. 
Another  feature  of  the  official  foreign  trade  policy  is  the  barter  agreements  which 
occasionally  flood  the  internal  market  with  a  specific  food  product  and  thus  upset 
it  for  the  domestic  farm  production. 

E.  Distribution  of  the  Tax  Burden 

A  great  investment  of  time  would  be  required  to  determine  the  relative 
distribution  of  the  tax  burden  among  occupational  and  income-size  groups.  The 
only  direct  reference  to  this  problem  has  been  found  in  the  report  of  the  United 
Nations  Economic  Mission  to  Chile.  The  report  found  that  44.1  per  cent  of  the 
1948  tax  revenue  came  from  direct  taxes  and  55.9  per  cent  from  indirect  taxes, 
and  goes  on  to  state: 

"That  in  itself  is  an  indication  that  the  lower  income  groups  must  be 
rather  heavily  taxed.  Besides,  they  feel  the  full  impact  of  the  income 
tax,  the  rate  of  which  is  comparatively  moderate,  but  which  is 
supplemented  by  substantial  social  contributions  from  laborers  and 
employees.  Both  the  tax  and  these  contributions  are  deducted  at  the 
source.    With   special   regard   to  the   employees   in  the  higher  income 

5/   In     1953     the     Government    eliminated    the    multiple    exchange    rates  system. 
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brackets,  it  appears  that  they  pay  a  large  proportion  of  the  global 
income  tax,  since  their  incomes  are  more  effectively  assessed  than 
those  of  professional  men,  land-owners  and  others  with  higher  in- 
comes.'^/ 


6/    Report    of    the    United    Nations    Economic    iVlission    to   Chile,   1949-50,  United 
Nations  (New  York,   1951),  pp.  27-28. 
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5.     STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  TUNISIA 


By  Anwar  Iqbal  Qureshi* 

Advisor,  Middle  Eastern  Department, 

International  Monetary  Fund 


I.      Agrarian  Structure 


According  to  the  1946  census,  some  65  percent  of  the  males  over  18  residing 
in  Tunisia  were  employed  in  agriculture.  The  census  contains  a  large  unallocated 
class  of  "other  workers"  who  probably  also  work  in  the  agricultural  sector.  If 
these  workers  were  also  included,  the  proportion  of  the  economically  active  labor 
force     engaged    in    agriculture    would    be    substantially    higher    than  65  per  cent. 

The  non-urban  population  may  be  divided  into  the  sedentary  agriculturalists 
and  the  nomads.  The  sedentary  agriculturalists  once  again  can  be  divided  into: 
(l)  those  living  in  the  area  stretching  from  Bizerta  to  the  Gulf  of  Gabes  in  the 
part  of  Tunisia  where  rainfall  is  more  abundant;  and  (2)  those  living  in  the  interior 
of  Tunisia,  where  rainfall  is  less  regular  and  cultivation  more  primitive.  Further 
inland  still  is  the  steppe  which  blends  into  the  desert.  This  is  inhabited  by  nomads. 
In  a  number  of  oases  in  the  desert,  there  are  sedentary  populations  who  till  land 
irrigated  by  artesian  wells. 

The  population  of  Tunisia  has  been  increasing  at  a  comparatively  fast  rate. 
It  was  2.6  million  in  1936,  and  3.2  million  in  1946.  It  is  estimated  that  the  popula- 
tion tripled  in  the  70  years  the  country  has  been  under  French  rule.  The  birth  rate 
in  the  late  '30's  and  '40's  has  approached  300  per  1,000.  This  rapid  increase  in 
population,  together  with  the  predominantly  agricultural  character  of  the  country, 
has  channelled  government  concern  to  the  extension  of  the  cultivated  land,  the 
introduction  of  new  cultures,  and  the  better  utilization  of  existing  arable  land. 
Reforms  in  land  tenure  are  described  in  Part  III,  below. 

*  This  report,  with  the  exception  of  Part  I,  consists  of  excerpts  from  an  informa- 
tion paper  prepared  by  Dr.  Qureshi  during  his  visit  to  Tunisia  in  the  summer 
of  1953,  when  he  was  working  as  a  Taxation  Expert  to  the  United  Kingdom  of 
Libya  under  the  Technical  Assistance  Program.  Part  I  was  prepared  by  the 
Staff  of  the  International  Program  in  Taxation. 
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A.      Principal  Crops 

The  main  crop  in  Tunisia  is  grain.  Of  some  1.7  million  hectares  of  fields, 
1.2  million  hectares  are  sown  with  different  varieties  of  grain.  The  most  important 
of  these  is  wheat,  croppage  of  which  amounts  to  some  700  thousand  hectares  in  an 
average  year.  There  are  two  kinds  of  wheat  grown  in  Tunisia:  soft,  or  European 
wheat,  mostly  grown  in  the  North,  where  precipitation  is  more  propitious  to  wheat 
growing;  and  hard,  or  native,  wheat  grown  both  in  the  North,  the  Center,  and  the 
South  of  Tunisia.  While  the  acreage  in  the  North  is  fairly  steady  from  year  to  year, 
that  in  the  South  varies  considerably  with  the  rainfall  in  any  particular  year.  Rye 
is  the  second  most  important  cereal,  nearly  half  a  million  hectares  of  rye  being 
grown  by  the  fellanims  in  the  interior.  Maize  and  sorgho,  the  third  and  fourth 
crops,  are  grown  in  relatively  small  quantities,  mostly  in  areas  away  from  the 
coast. 

The  most  important  commercial  product  in  Tunisia  is  olive  oil.  There  are 
some  23  million  olive  trees  there,  of  which  19  million  were  said  to  be  producing 
in  1951.  Olive  trees,  which  had  grown  in  Tunisia  during  the  early  years  of  the 
Christian  era,  were  reintroduced  by  the  French  administration  in  1892.  At  least 
two-thirds  of  the  olive  tree  orchards  are  located  in  the  more  arid  center  and 
South  of  the  country.  Tunisia  is  the  fifth  largest  producer  of  olive  oil  in  the  world 
and  the  second  largest  exporter. 

Other  important  commercial  products  are  wine,  dates,  and  fruit.  Vineyards 
occupy  some  40,000  hectares.  The  planted  acreage  declined'considerably  after  the 
war  because  of  a  disease  which  attacked  the  plants.  Production  of  wine  declined 
to  some  500,000  hectolitres  in  the  middle  forties,  but  has  recovered  to  approxi- 
mately 1.5  million  as  of  1951.  The  majority  of  Tunisian  wines  are  of  a  high  quality, 
yet  they  have  not  gained  wide  acceptance  in  countries  other  than  France.  In  the 
thirties  and  fifties  there  have  been  serious  problems  in  finding  a  market  for  the 
product  of  the  vineyards. 

Dates  are  grown  mostly  in  the  oases  of  the  South.  The  total  production  of  dates 
was  estimated  in  the  1950's  at  a  little  over  300,000  quintals.  The  majority  of  these 
are  consumed  internally,  being  of  a  variety  which  is  not  favored  in  non-Arab  coun- 
tries. Ten  per  cent  of  the  production  is  of  the  "delgar  en-hour"  variety,  which  is 
mostly  consumed  by  Europeans,  and  nine-tenths  of  these  are  exported. 

The  administration  has  been  encouraging  the  planting  of  orchards.  The  follow- 
ing are  the  principal  varieties  of  fruit  grown  in  Tunisia: 

a)  Oranges,  mandarin  oranges,  and  citrus  fruit,  grown  in  the  dry  and  warm 
climates  around  Tunis  and  the  Western  coast  of  the  Bon  peninsula.  The 
production  of  this  fruit  has  been  increasing,  and  is  now  approximately  a 
quarter  of  a  million  quintals  a  year.  There  are  some  1.5  million  trees 
planted,  of  which  two-thirds  are  producing. 

b)  Almonds,  grown  in  the  Western  plain.  Some  1.2  million  trees  have  been 
planted. 

c)  Figs,  pears,  and  apples  are  also  grown  in  different  areas. 
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In  addition,  there  have  been  attempts  since  1930  to  grow  vegetable  gardens  and 
potatoes.  Although  some  of  these  fruits  and  vegetables  are  exported,  on  balance 
Tunisian  production  does  not  suffice  for  the  needs  of  the  population. 

Tobacco  is  the  last  of  the  minor  cultures,  with  some  six  thousand  quintals  a 
year  being  produced  in  an  average  year. 

Tunisian  agricultural  production  is  characterized  by  a  great  variability  of 
yields  from  one  year  to  another,  due  to  inconsistency  of  the  rainfall.  The  French 
administration  has  attempted  to  take  steps  to  minimize  these  fluctuations  by 
building  artesian  wells  and  irrigation  works.  Nevertheless,  the  problem  has  not 
been  satisfactorily  solved  as  yet.  A  description  of  the  steps  taken  to  encourage 
agriculture  appears  in  Part. IV,  where  the  institution  of  the  paysanat  is  described. 

The  problem  of  markets  for  Tunisian  agricultural  products  has  become 
increasingly  vexing.  The  overproduction  of  wine  in  France  has  made  Tunisian 
wine  growers  increasingly  dependent  on  government  subsidies.  The  course  of 
prices  for  olive  oil  has  also  been  not  especially  satisfactory.  In  many  ways,  the 
French  Administration  has  shifted  its  emphasis  in  Tunisian  agricultural  develop- 
ment to  the  production  of  locally  consumed  products. 


B.      Animal  Husbandr 


Sheep,  goats,  cattle,  pigs,  and  draft  animals  (camels,  horses,  mules,  and 
donkeys)  play  an  important  part  in  the  Tunisian  economy.  Sheep-raising  suffered 
a  large  setback  as  a  result  of  the  drought  of  1943.  The  number  of  sheep,  estimated 
at  3.7  million  heads  in  1942,  was  halved,  but  it  has  been  increasing  slowly  since 
then.  Sheepherding  is  practiced  both  by  migrant  beduins  and  the  settled  felanim  in 
the  South. 

Goats  are  raised  together  with  sheep.  Their  number  has  fluctuated  between 
1  million  and  1.3  million  head. 

Cattle  are  raised  in  the  wetter  North.  There  were  about  1/2  million  head  of 
cattle  before  the  drought  which  reduced  the  number  by  some  30  per  cent.  Tunisian 
cows  are  hardy,  but  do  not  give  much  milk.  Many  of  them  are  used  as  draft  animals. 
A  campaign  is  afoot  to  improve  the  strain  by  crossing  them  with  zebus,  but  inas- 
much as  the  possibility  of  obtaining  forage  is  limited,  the  milk  industry  in  Tunisia 
is  not  likely  to  gain  in  importance.  Pigs,  though  exported,  are  not  popular,  since 
their  meat  is  unclean  to  95  per  cent  o  the  population. 

Statistics  on  the  number  of  draft  animals  are  reproduced  below:  1/ 

(In  thousands) 

Camels  Horses  Mules  Donkeys 

1938  148  99  55  135 

1948  177  72  47  109 

1/      Source:      Initiation  a  la   Tunisie,    Adrien-Maisonneuve  (Paris,    1950),  p.  334. 
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Animals  are  the  reserve  capital  of  the  Tunisians.  They  do  not  market  them 
except  in  emergencies,  when  their  crops  are  very  poor.  Neither  do  they  take  care 
of  them  during  the  year.  The  animals  are  left  to  fend  for  themselves,  and  there  is 
no  effort  to  improve  the  strains. 

II.      Development  Measures 

A.      Early  Development  Measures 

At  the  outset  of  this  century,  the  Protectorate  Government  decided  to  organize 
small  and  medium-scale  holdings.  Efforts  in  this  direction  were  first  made  in 
regard  to  French  colonization.  Subsequently,  efforts  were  directed  to  the  estab- 
lishment    and    development    of    small    and    medium- scale    Tunisian    agriculture. 

Co-operatives  were  organized  with  State  support  and  public  credit  was  opened. 
Tunisian  provident  societies  were  established  in  1907  to  issue  agricultural  credit 
in  the  form  of  seed  loans,  secured  loans,  and  other  short-term  loans  to  the  fellahs. 
The  Land  Bank  was  created  in  1932  and  charged  with  distributing  long-term  loans 
to  the  same  fellahs,  even  on  unregistered  lands.  The  Mutual  Banks,  established  in 
1905     for    agricultural    credit,    were    open    to    all,    and  especially  to  the  French. 

At  the  same  time,  a  vast  highway  and  hydraulic  program  was  undertaken  and 
carried  out,  in  particular  in  the  Tell. 

One  is  tempted  to  reproach  private  and  Government  enterprise  for  having 
begun  development  efforts  first  of  all  only  in  Northern  and  a  portion  of  Eastern 
Tunisia,  while  neglecting  to  do  the  same  in  the  Center  and  the  South,  where  the 
effects  of  poor  land  are  aggravated  by  scarce  rainfall.  It  must,  nevertheless,  be 
realized  that  if  this  complaint  may  be  partially  justified,  a  quick  look  at  the  geo- 
graphical and  legal  set-up  of  Tunisia  will  give  the  reasons  for  this  priority.  It 
was,  in  fact,  completely  natural  that  the  richest  regions  should  receive  the  interest 
of  private  enterprise,  because  of  the  profit  prospects  and  the  emphasis  of  the 
Government  on  increasing  food  production  for  the  population.  Because  the  lands  of 
these  regions  had  been  much  more  thickly  settled,  they  offered  better  security  for 
enterprises  than  could  be  found  elsewhere. 

But  it  would  be  inexact  to  maintain  that  the  Center  and  the  South,  occupied 
mainly  by  fellahs  and  Tunisian  stock-raisers,  had  been  completely  devoid  of  any 
concern  on  the  part  of  the  Government. 

From  the  legal  point  of  view,  from  the  birth  of  the  Protectorate,  the  Tunisian 
Government  dedicated  itself  to  safeguarding  the  land  capital  of  the  Tunisians  and 
to  auditing  its  legal  set-up;  complete  land  legislation  was  promulgated,  creating 
the  registration  scheme  (1885),  settling  the  Habusquestion(l888-l898),  delimiting 
collective  lands,  State  forests  and  saline  lands  (1898-1903).  Legislative  decisions 
during  1913- 1918  were  made  to  favor  the  acquiring  of  State  lands  by  unsettled  mem- 
bers of  Habus. 

For  the  implementation  of  settlement  legislation,  various  administrative  organ- 
izations were  created  immediately  after  the  1914-1918  war:  the  Office  of  the 
Indigenous   Land  Distribution  in  the  Office  of  Agriculture   (192 1)  for  settlement  on 

352 


State  lands,  and  the  Land  Bureau  in  the  Office  of  the  Interior  (1922)  for  settlement 
on  Habus  and  collective  lands. 

The  inauguration  of  a  Ministry  of  Agriculture  and  the  necessity  of  a  system- 
atic development  of  the  steppes  led  in  1947  to  the  grouping,  under  the  authority  of 
a  Tunisian  Minister,  of  the  Tunisian  Land  Distribution  Services  and  the  Land 
Service,  by  uniting  them  with  the  "Paysanat"  Service,  which  supplements  the  legal 
operations  of  the  settlement  of  these  lands  by  an  economic  organization. 

B.      The  "Paysanat" 

The  term  "paysanat"  has  appeared  in  Tunisia  since  1936,  simultaneously  with 
the  projects  of  the  Mediterranean  High  Committee  concerned  with  research  on  the 
best  conditions  for  economic  development  and  social  progress  among  the  Tunisian 
rural  masses.  However,  it  was  only  from  1945  that  the  paysanat  really  got  under 
way. 

The  "paysanat"  may  be  defined  as  the  total  of  technical  enterprises  and  legis- 
lative, administrative  and  financial  provisions,  by  which  public  authorities  and 
private  enterprise,  uniting  their  efforts  for  the  benefit  of  society,  attempt  to  bring 
to  the  highest  point  of  yield  the  work  of  agriculturists  and  the  resources  of  the  land. 

The  "paysanat  Tunisien"  comprises  the  portion  of  those  enterprises  and 
provisions  relative  to  the  lands  held  and  cultivated  by  the  fellahs.  It  has  as  its 
main  purposes: 

(1)  to  institute  reform  and  promote  legislative  and  regulative  texts  dealing 
with  the  organization  of  the  land  scheme,  utilization  of  water,  rural  equip- 
ment, agricultural  credit,  and  the  co-operative  communal  and  social 
organization  of  the  agriculturists  wherever  co-ordinated  effort  would 
assure  the  realization  of  technical  enterprises; 

(2)  to  organize,  within  the  framework  of  the  main  administrations,  technical 
services  charged  with  the  implementation  of  laws  and  regulations,  so  that 
all  branches  of  the  services  are  best  adapted  to  their  special  duties,  and 
that  their  various  operations,  simultaneously  concentrated  on  one  purpose, 
are  perfectly  inter-co-ordinated; 

(3)  to  enumerate,  locate,  and  define  "paysanat"  technical  enterprises,  outline 
their  aims,  decide  upon  ways  and  means,  and  determine  the  various  pro- 
gressive stages  of  their  implementation; 

(4)  to  estimate,  according  to  the  circumstances,  the  expenses  entailed  by  each 
one  and  the  total  of  enterprises  of  the  "paysanat",  the  expenses  of  setting 
up  the  technical  services  and  the  execution  of  the  laws,  the  methods  of 
financing,  the  provisions  for  contributions,  payments  or  reimbursements. 

A  "Paysanat"  Service,  under  the  direction  of  the  Land  Affairs  of  the  Ministry 
of  Agriculture,  is  charged  with  assembling,  co-ordinating  and  presenting  various 
projects  relating  to  the  "paysanat",  attending  to  the  financing  of  the  approved 
programs  through  inclusion  in  the  budget  of  each  fiscal  year;  establishing  liaison 
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and  co-ordination  with  different  technical  services  (Public  Works,  Rural  Engin- 
eering, Vegetable  Production,  Stock  Raising,  Land  Service)  which  co-operate  in 
the  execution  of  the  programs,  as  well  as  with  those  of  the  Central  Administration 
and  local  authorities.  It  also  manages  the  "paysanat"  credits  included  in  the 
budget. 

The  program  of  the  paysanat  is  as  follows: 

1.  Intensive  encouragement  of  plantations; 

2.  Aid  to  arboriculture; 

3.  Development  of  areas  through  diversion  and  distribution  of  flood  waters; 

4.  Development  of  irrigated  lands. 

It  is  the  aim  of  the  planners  to  provide  equipment  for  5,500  hectares  in  the 
underdeveloped  areas,  to  create  20,520  hectares  of  new  areas  for  development, 
and  to  create  private  enterprise  in  nine  new  areas.  It  is  also  planned  to  provide 
new  plantations  of  date  trees  through  intensive  encouragement,  restoration  and 
creation  of  150  watering  points  and  a  survey  of  occupants  and  registration  of 
23,000  hectares  per  year.  In  order  to  protect  present  livestock  and  to  strengthen 
and  improve  the  unit  yield,  a  program  is  contemplated  for  the  fight  against  sheep 
diseases,  the  regulating  of  flock  movement,  the  creation  of  pastoral  centers  with 
rotation  enclosures,  and  the  setting  up  of  breeding  stations. 

III.      Systems  of  Land  Tenure 

Even  before  the  French  occupation  of  Tunisia,  individuals  had  private  propri- 
etary rights  in  land.  This  was  the  common  tenure  of  land  ownership,  except  for 
the  Habus  (Awakf)  lands,  described  below,  which  at  the  time  of  the  French  occupa- 
tion, in  1881,  covered  nearly  one-third  of  the  total  area  of  the  country.  In  addition 
to  Habus  lands,  there  were  the  Beylic  lands,  which  were  public  domain  and  were 
administered  by  the  Baitul-Mal.  Tunisia  also  had  a  system  of  tenure  for  tribal 
lands,  which,  though  belonging  legally  to  the  sovereign,  had  been  given  by  him  to 
the  tribes,  and  for  all  practical  purposes  were  the  property  of  the  tribes,  except 
that  they  had  no  right  to  alienate  or  transfer  these  lands  to  others. 

In  1901,  the  Protectorate  Government  appointed  a  Commission  to  define  these 
lands.  A  decree  provided  that  this  work  should  be  done  as  expeditiously  as  possible, 
but,  owing  to  various  difficulties,  it  has  not  yet  been  accomplished. 

The  situation  in  regard  to  land  rights  was  extremely  unsatisfactory  at  the 
time  of  the  French  occupation,  as  there  was  no  system  of  land  registration,  and  thus 
there  was  no  way  of  establishing  any  proper  titles.  A  buyer  of  property  was  always 
in  danger  of  buying  something  to  which  the  seller  had  no  legal  right.  There  were 
cases  when  a  buyer  had  bought  land,  thinking  it  was  freehold  property  with  which 
he  could  do  whatever  he  liked,  and  then  found  that  the  land  had  already  been  bur- 
dened with  an  Enzel  contract,  and  he  could  not  dispossess  the  occupying  tenant  so 
long  as  the  tenant  was  prepared  to  perform  his  side  of  the  contract.  As  a  conse- 
quence, agricultural  land  seldom  changed  hands,  and  farming  remained  static,  as  no 
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enterprising  person  was  prepared  to  venture  his  capital  in  such  a  risky  business 
where  rights  were  so  uncertain.  Again,  it  was  not  possible  to  raise  any  credit  on 
the  security  of  such  land.  The  other  hindrance  to  rural  progress  was  the  Habus, 
details  of  which  will  be  discussed  later. 

Several    efforts  were  made  by   the    Administration  to   improve  the  situation. 
The  most  important  of  these  may  be  described  as  follows: 

1.  To  establish   a   new  land  tenure  system,  as  far  as  possible  free  from  the 
above-mentioned  defects. 

2.  To  give   preference   to   the   French  in  the  colonization  of  the  country,  so 
that  capital  and  skill  should  be  forthcoming  to  develop  the  land. 

3.  To   suppress  nomadism,  by  trying  to  attach  the  tribes  to  the  land. 

There  are  three  main  types  of  land  tenure  in  Tunisia:      (l)  Melk:  (a)  registered, 
and  (b)  unregistered;  (2)  Habus;  and  (3)  collective  lands. 

A.     Melk  Land 


By  a  procedure  based  on  the  principles  of  the  Torrens  Act  in  Australia,  Melk 
land  can  be  properly  registered  and  an  absolute  title  taken.  The  land  is  well  marked 
with  proper  boundaries,  and  credit  can  be  obtained  against  it  from  banking  and 
other  financial  institutions. 

The  process  of  registration  in  Tunisia  has  been  slow,  as  it  takes  several 
months  before  a  title  is  registered.  Registration  is  not  compulsory,  but  more  and 
more  people  are  taking  advantage  of  it. 

From  the  date  the  registration  system  started  functioning  in  August  1896  to 
the  end  of  1952,  28,092  applications  to  register  land  were  received,  the  area  of 
which  amounted  to  3,939,869  hectares.  Out  of  these,  26,231  applications  were 
settled,  involving  an  area  of  1,870,022  hectares.  The  remaining  applications  were 
either  withdrawn  or  rejected. 

1.      Unregistered  Lands 

These  lands  are  in  the  hands  of  farmers  and  are  their  de  facto  property;  no 
papers,  however,  are  in  the  possession  of  farmers  to  establish  the  legal  title  of 
their  ownership.  Vast  areas  are  still  unregistered,  and  this  type  of  tenure  is  the 
general  rule  and  most  widespread.  The  Government  is  fully  aware  of  the  defects 
of  the  system  and  is  trying  to  establish  a  proper  system  of  registration;  the  body 
that  is  charged  with  establishing  proper  title  to  immovable  property  is  known  as 
the  "Mixed  Tribunals",  established  in  1895.  The  Tribunal  is  called  mixed  because 
it  consists  of  two  French  and  two  Tunisian  judges  and  is  presided  over  by  a  fifth 
judge,  who  must  be  French.  It  deals  with  the  claims  of  all  communities  who  wish 
to  establish  their  rights  to  certain  properties,  whether  such  properties  are  rural 
or  uban.  No  registration  of  property  can  be  made  unless  the  verdict  of  the  Tribunal 
has  been  obtained  in  favor  of  the  party  wishing  to  register  the  property. 
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2.      Process  for  Registering  Land 

The  procedure  is  to  make  an  application  to  the  Registration  Office  with  a 
deposit  of  a  fee,  which  is  one  half  of  one  per  cent  of  the  value  of  the  property.  The 
applicant  is  free  to  fix  any  value  for  his  property  and  has  to  pay  a  pro  rata  deposit 
fee.  This  application  is  referred  by  the  Registration  Office  to  the  Mixed  Tribunal, 
to  which  a  number  of  forms  giving  detailed  particulars  have  to  be  submitted.  The 
Tribunal,  on  the  receipt  of  an  application,  and  after  a  prima  facie  examination, 
arranges  to  publish  a  notice  in  the  Gazette  asking  for  any  objections  to  registra- 
tion. This  is  further  publicized  by  making  public  proclamations  in  local  market 
places.  One  of  the  members  of  the  Tribunal  makes  a  spot  inspection  of  the  property, 
and  after  due  hearing  and  examination,  the  verdict  is  pronounced.  If  the  verdict  is 
in  favor  of  the  applicant  the  Registration  Office  proceeds  to  comply  with  the  request 
for  registration.  The  cost  of  advertisement  in  the  Gazette  has  to  be  met  by  the 
applicant.  He  has  also  to  pay  the  transport  charges  for  the  visiting  judge  and  per 
diem  allowance  of  j£  1  which  is  paid  to  the  judge  for  such  visits.  These  charges 
are  met  from  the  registration  fee  which  the  applicant  has  to  pay. 

The  Government  is  keen  to  extend  the  work  of  registration  of  properties.  It 
has  undertaken  a  Cadastral  Survey  of  some  districts.  The  first  Survey  began  in 
1927,  but  the  real  stimulus  did  not  begin  until  1947.  When  a  Cadastral  Survey  of 
a  district  is  carried  out,  three  of  the  five  judges  remain  on  the  spot  to  expedite 
the  decisions.  The  procedure  is  the  same  as  for  individual  applicants,  except  that 
no  fees  are  charged  for  registration  of  lands  covered  by  the  Cadastral  Survey, 
and  the  work  is  very  much  expedited.  There  are  at  present  five  Mixed  Tribunals 
which,  in  addition  to  Tunis,  cover  four  other  districts.  It  is  rather  surprising  that 
the  members  of  these  Tribunals  also  ordinarily  reside  in  Tunis  town  and  go  to 
their  districts  only  twice  a  month  for  hearings.  Since  its  establishment  until  1950, 
the  Tribunal  had  examined  claims  for  registration  of  land  to  the  extent  of  1,759,000 
hectares,  which  is  only  one-sixth  of  the  land  which  has  so  far  not  been  registered. 

B.      Habus  Land 

Habus  is  a  word  of  Syrian  origin  to  denote  what  is  generally  known  as  "awakf" 
in  other  Middle  Eastern  countries.  The  institution  of  awakfs  dates  from  the  time 
of  the  second  Caliph,  Omar  el  Khatab.  He  asked  the  Prophet  Mohammed  what  to  do 
with  a  piece  of  land  to  please  God;  he  was  told  "give  its  revenues  in  alms  and  the 
land  should  be  made  inalienable  and  untransferable".  Some  form  of  awakf  also 
existed  in  Roman  times,  but  the  institution  in  its  present  form  is  really  of  Moslem 
origin. 

In  the  recent  past,  no  new  lands  have  been  turned  over  to  Habus,  and  the 
policy  of  the  present  Government  is  to  discourage  it  as  far  as  possible.  There  are 
two  kinds  of  Habus:  private  and  public.  Since  the  French  occupation,  the  Govern- 
ment has  interfered  as  little  as  possible  with  private  Habus  lands.  It  has  made 
serious  encroachments  on  public  Habus  lands,  which  have  been  defined  as  those 
of  which  the  benefit  goes  to  pious  institutions,  as  distinct  from  particular  benefic- 
iaries who  draw  their  benefit  from  private  Habus. 

In  1874,  the  Habus  Commission  was  formed  and  was  entrusted  with  the  admin- 
istration  of  Public    Habus.    The   Commisssion  was  also  asked  to  go  carefully  into 
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their  accounts  and  it  was  then  a  common  practice  for  the  administrators  to  help 
themselves  liberally  from  the  Habus  revenues.  By  the  same  decree,  the  adminis- 
trators of  the  Habus  were  to  be  paid  fixed  salaries,  a  considerable  improvement 
on  the  previous  state  of  affairs,  where  they  were  allowed  to  keep  a  part  of  the 
revenue  for  themselves  to  compensate  them  for  their  services. 

In  1909,  a  decree  was  issued  and  later  amended  in  1917  and  1934,  creating  a 
Higher  Council  for  Habus,  with  four  members  nominated  by  the  Sovereign  on  the 
recommendation  of  the  Prime  Minister.  The  members  were  to  deal  with  matters 
of  higher  policy  pertaining  to  Habus. 

In  1888,  the  French  Administration  made  it  obligatory  on  the  part  of  the  Habus 
Administration  to  sell  its  lease  contracts,  known  as  Enzel  (eternal  lease),  by  public 
auction.  Earlier,  in  1885,  a  decree  laid  down  the  basis  on  which  Habus  property, 
whether  public  or  private,  could  be  changed  for  other  property,  in  kind  or  money, 
on  condition  that  such  money  was  reemployed,  with  the  shortest  possible  delay, 
by  the  Habus  Administration  to  better  their  financial  condition.  Such  changes  in 
the  property  could  only  be  made  with  the  approval  of  the  Prime  Minister,  and  sales 
for  cash  were  to  be  made  only  by  public  auction,  and  the  amount  realized  was  to  be 
handled   and   reemployed  by   a   sharia  judge  belonging  to   the   Habus   Commission. 

In  1898,  the  Department  of  Agriculture  asked  the  Administration  of  Habus  to 
put  at  that  Department's  disposal  each  year  2,000  hectares  of  land  to  facilitate 
colonization.  This  practice  was  carried  out  for  twenty  years,  resulting  in  the 
alienation  of  40,000  hectares  from  Habus  property,  and  it  was  stopped  only  because 
of  the  serious  diminution  of  Habus  lands.  During  all  this  period,  the  institution 
came  under  considerable  criticism,  as  it  discouraged  private  enterprise  and 
prevented  development  of  landed  properties.  It  was  discovered  that  Habus  lands, 
even  in  fertile  districts,  were  less  productive  than  private  land  in  comparatively 
less  fertile  districts.  There  was,  however,  a  school  of  Moslem  thought  which 
objected  to  such  wholesale  alienation  of  Habus  property,  as  being  against  the 
Islamic  laws,  which  made  awakf  properties  inalienable  and  non-transferable. 
However,  there  developed  another  school  of  Islam  thought  which  supported  such 
action  and  contended  that  this  was  in  line  with  the  spirit  of  Islamic  laws,  which 
provided  for  exchange  of  properties  in  the  best  interest  of  awakfs.  The  money 
realized  from  the  sales  of  Habus  lands  was  invested  in  building  which  resulted  in 
increased  Habus  revenues. 

After  a  good  deal  of  controversy  about  the  rights  of  the  Government  to  inter- 
fere in  Habus  matters,  a  majority  of  writers  and  thinkers  of  the  time  favored  the 
introduction  of  the  mogharsa  system,  which  was  increasingly  used  in  the  Sfax  area, 
where  Habus  lands  were  given  to  private  persons,  on  condition  that  the  property 
was  developed  with  olive  trees.  The  cultivator  undertaking  such  a  development  was 
to  become  owner  of  half  the  developed  property  after  twenty  years.  The  Habus  will 
retain  the  other  half,  which,  as  a  developed  property,  brings  more  revenue  than  the 
original  undivided,  undeveloped  property. 

C.      Collective  Lands 


A  very  substantial  part  of  the  agricultural  land  of  the  country  is  held  under 
this  tenure,  which,  in  contrast  to  private  property,  makes  the  land  the  joint  or 
communal  property  of  the   tribes.   There  has  been  an  endless  controversy  about 
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the  rights  of  tribes  in  this  property.  In  the  earlier  days  of  the  Occupation,  the 
French  Protectorate  maintained  that  the  Government  was  the  ultimate  owner  of 
such  land  and  the  tribes  held  it  at  the  Government's  pleasure.  This  attitude  was 
somewhat  modified  as  the  result  of  strong  opposition  from  the  tribes,  and  also  of 
the  doubts  expressed  by  some  eminent  legal  authorities  in  regard  to  the  validity 
of  the  claims  made  by  the  Government.  However,  there  was  an  equally  strong  legal 
opinion  which  favored  the  Government's  contention.  From  time  to  time  a  large 
number  of  decrees  have  been  issued  in  regard  to  collective  and  communal  lands. 

1.  Special  Regulations  Regarding  the  Tribal  Areas  of  Qverghemma,  Matmata 
and  Nefzaoua. 

These  three  areas  have  been  selected  by  the  Government  to  try  the  experiment 
of  developing  collective  lands  and  converting  them  into  private  property.  Land 
owners  in  these  areas  may  ask  for  the  registration  of  their  lands  according  to  the 
Land  Registration  Act  of  1885.  A  Council  of  Notables,  consisting  of  the  sheikhs  of 
the  cabilas,  was  set  up  so  that  matters  relating  to  the  transfer  of  tribal  lands  to 
"strangers",  such  as  by  sale,  exchange,  Enzel  and  Mogharsa,  should  be  properly 
regulated.  The  Council  was  also  given  the  power  to  decide  which  lands  should  be 
planted  with  trees.  The  decisions  of  the  Council  are  subject  to  the  approval  of  the 
Military  Commandant  in  the  area,  who  has  all  the  governing  powers. 

The  areas  selected  for  tree  plantation  are  allotted  to  certain  persons.  After 
six  years  of  such  an  allotment,  a  committee,  appointed  by  the  Council  of  Notables 
and  which  includes  an  agricultural  expert,  examines  the  land,  and  every  person 
who  has  planted  at  least  sixteen  fruit  trees  per  hectare  is  recognized  as  the 
private  owner  of  this  land.  Any  allotted  land  which  has  not  been  planted  reverts  to 
the  community. 

New  wells  have  been  dug  in  these  areas  and  their  use  is  governed  by  local 
customs.  No  tribe  alone  can  claim  the  exclusive  use  of  the  water.  Any  land  which 
has  been  ceded  by  the  Council  of  Notables  to  Muslims  who  are  strangers  to  the 
area,  has  to  be  approved  by  the  Higher  Committee  of  Notables  which  consists  of: 
the  Chief  of  the  Bureau  of  Indigenous  Affairs,  the  Caid  of  the  area,  two  indigenous 
Muslims  who  are  literate,  and  the  Secretary.  Any  dispute  among  the  tribes  regard- 
ing   the    revival    of  tribal   land  has   to   be  referred  to  the  Committee  of  Notables. 

In  Tunis  there  is  a  still  higher  and  final  body  to  decide  such  affairs.  This  is  a 
permanent  body  and  is  called  the  Central  Higher  Council  of  Notables.  It  consists  of 
the  Prime  Minister,  Minister  of  Agriculture,  Secretary-General  of  the  Tunisian 
Government,  Chief  of  the  Central  Department  of  Indigenous  Affairs,  a  judge  of  the 
Tribunal  of  Sharia,  and  a  judge  from  the  Mixed  Tribunal.  The  body  looks  into  the 
applications  from  other  committees  and  has  a  final  say  in  all  matters  relating  to 
tribal  problems. 

2.  Military  Lands 

These  lands  are  mainly  in  the  South  of  Tunisia,  which  is  mostly  inhabited  by 
tribes.  The  description  may  be  misleading,  as  the  lands  do  not  belong  to  the 
military,  but  are  tribal  lands.  The  decree  mentions  them  as  military  lands,  because 
this   part  of  Tunisia  is  not  under  the  ordinary  civil  administration  but  is  governed 
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by  the  military  commandants.  It  may  be  mentioned  here  that  Tunisia  has  a  dual 
system  of  government:  nine-tenths  of  the  country  is  governed  by  civil  administra- 
tion, while  one-tenth,  mainly  in  the  South,  is  under  the  direct  control  of  the  military 
and  is  governed  by  military  commandants,  with  the  help  of  advisory  boards,  which 
also  have  representatives  of  the  tribes. 

The  areas  in  the  South  of  Tunisia  are  mainly  desert  with  very  little  rainfall. 
The  tribes  in  this  area  have  two  categories  of  land: 

(a)  Traditional  land,  where  the  property  rights  of  the  tribes  are  uncontested; 
and 

(b)  New  lands  which  are  mostly  border  lands  and  where  the  proprietary  rights 
are  constantly  contested  amongst  different  tribes,  especially  when  there 
is  a  rainfall  in  that  area  and  the  right  of  sowing  arises. 

The  idea  of  sale  of  land,  etc.,  existing  in  other  parts  of  the  country,  especially 
in  the  agriculturally  developed  North,  does  not  exist  in  the  South.  European  colon- 
ization has  not  penetrated  to  the  South.  Even  the  power  of  the  Administration  is 
not  so  strong.  The  tribal  population  in  this  area  is  estimated  at  about  150,000. 
The  tribes  claim  that  they  have  conquered  these  lands  and  that  they  thus  have 
become  their  private  property.  Each  family  has  its  "Douar"  (the  area  cultivated 
by  the  family).  Such  areas  are  claimed  by  the  families  from  time  immemorial, 
handed  down  from  father  to  son.  The  State  has  no  right  to  interfere  in  such  lands. 

Efforts  were  made,  by  the  decree  of  1918,  to  define  tribal  lands  in  the  South, 
but  it  had  no  more  success  than  the  decree  of  1901,  which  had  the  same  object  in 
view. 

IV.      Systems  of  Land  Tenancy 


There  are  three  principal  systems  of  tenancy:  (a)  Mogharsa,  (b)  Enzel,  and 
(c)  contract  tenancy.  The  details  of  each  system  are  given  below: 

A.     Mogharsa 

This  system  of  tenancy  is  peculiar  to  Tunisia.  Under  it,  a  person  with  capital 
may  enter  into  a  partnership  with  a  person  who  owns  land.  The  capitalist  provides 
the  farmer  with  the  necessary  capital  to  prepare  and  plant  the  land,  generally  with 
olives.  He  also  partly  maintains  him  during  the  earlier  years,  when  no  production 
would  be  available  from  the  land.  The  cost  of  such  maintenance  is  not  very  great, 
as  the  Arab  cultivator  is  encouraged  to  grow  on  the  land  vegetables  and  cereals  for 
his  own  use,  and  thus  partially  maintain  himself.  After  about  fifteen  years,  when 
the  olive  tree  starts  production  to  nearly  full  bloom,  the  land  is  divided  equally 
between  the  landlord  and  the  capitalist. 

The  system  of  iMogharsa  originated  in  connection  with  Habus  lands.  During 
the  earlier  period  of  French  occupation,  the  Government  was  keen  to  settle  as 
many  French  colonists  on  the  land  as  possible.  Large  cultivable  areas  which  were 
not  properly  utilized  were  in  the  possession  of  Habus.  A  way  was  found,  through 
the  Mogharsa  system  of  tenancy,  to  allot  these  Habus  lands  to  French  capitalists, 
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who  undertook  to  develop  the  land,  originally  in  the  Sfax  area,  where  Habus  had 
vast  undeveloped  areas,  to  plant  these  lands  with  olive  trees;  when  these  began 
to  bear  fruit,  the  land  was  divided  half  and  half  between  the  Habus  and  the  French 
colonist,  who  was  given  full  proprietary  rights  for  his  half  share  of  the  land. 
The  remaining  half  reverted  to  the  Habus,  which  derived  more  income  from  it  than 
from  the  larger  undeveloped  area. 

Later,   this   type   of  tenancy  also  came  into  use  in  regard  to  non-Habus  lands. 

B.     Enzel 

Another  system  of  tenancy,  called  Enzel,  involves  a  perpetual  lease  where  the 
occupant  makes  a  small  down  payment  and  then  continues  to  pay  an  annual  rent.  He 
is  not  disturbed  so  long  as  he  pays  his  dues.  The  land  can  be  inherited  by  his 
dependents,  subject  to  the  regular  payment  of  rent. 

The  decree  to  regulate  Enzel  contracts  for  Habus  lands  was  enacted  in  April 
1913.  Provision  was  made  in  this  decree  for  indigenous  persons  to  take  Habus 
lands  under  Enzel  contracts,  provided  they  were  in  occupation  of  such  land.  Pro- 
vision was  also  made  to  provide  Enzel  contracts  for  private  Habus  lands.  The 
rental  was  to  be  fixed  by  a  committee.  A  decree  issued  on  March  28,  1923  provided 
for  a  tax  of  two  and  one  half  per  cent  to  be  charged  on  Enzel  contracts.  In  the 
decree  issued  on  July  4,  1923,  provision  was  made  to  fix  the  minimum  area  to  be 
allotted  to  any  one  individual  under  Enzel  contracts.  In  such  allotments,  due 
account  was  to  be  taken  of  the  nature  of  the  land.  In  the  decree  of  September  5, 
1928,  the  lessee  of  the  Enzel  was  forbidden  to  transfer  any  of  his  rights  or  to 
pledge  the  land  until  he  had  been  in  possession  of  such  a  contract  for  fifteen  years. 
However,  if,  due  to  circumstances  beyond  his  control,  he  could  not  cultivate  the 
land  himself,  he  was  allowed  to  sub-lease  the  land,  with  the  approval  of  the  Prime 
Minister.  A  woman  who  takes  an  Enzel  contract  is  allowed  to  associate  her  husband 
with  her.  No  other  person  is  allowed  to  buy  the  Enzel  contracts  until  after  fifteen 
years  of  the  first  assignment.  However,  lands  completely  covered  with  productive 
fruit  trees  may  be  exempt  from  the  fifteen-year  limit,  provided  a  favorable  report 
that  the  land  is  well  developed  is  given  by  a  committee  of  experts. 

By  a  decree  of  September  19,  1938,  when  Habus  lands  were  registered,  the 
original  occupant  enjoys  priority  to  continue  to  occupy  the  land  if  he  so  wishes, 
and  a  new  contract  is  drawn  up  between  him  and  the  Administration  of  the  Habus, 
with  the  approval  of  the  Higher  Council  for  Habus,  and  a  new  rent  is  fixed  in  the 
contract.  In  case  there  is  no  agreement  in  regard  to  the  rent,  or  where  the  occu- 
pant considers  it  excessive,  the  contract  is  auctioned  and,  provided  a  new  bidder 
is  prepared  to  pay  twice  the  amount  offered  by  the  current  occupant,  the  contract 
is  given  to  the  new  bidder  and  the  occupant  is  deprived  of  his  possession.  However, 
the   new  bidder  has   to   pay   an  indemnity  equal  to  one  year's  rent  to  the  occupant. 

The  decree  of  July  7,  1935  provides  that  existing  tenants  of  Habus  lands  may 
enjoy  permanent  occupation  rights,  provided  there  has  been  actual  occupation  of 
the  land  for  a  period  of  not  less  than  thirty-three  years.  Voluntary  interruption  in 
occupation  for  one  year,  or  the  non-payment  of  rent  for  two  years,  deprives  the 
occupant  of  his  rights  and  terminates  his  previous  contract. 
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C.     Contract  Tenancy 

This  form  of  tenancy  is  common  in  northern  Tunisia  where  agriculture  is 
well  developed  and  farming  on  modern  lines  is  carried  out  by  well-to-do  tenants. 
As  the  holdings  in  this  area  are  generally  large  and  there  are  a  number  of  absentee 
landlords,  the  system  of  contract  tenancy  has  come  into  being.  Tenancy  contracts 
for  private  lands  are  generally  for  six  years,  the  minimum  being  three  and  the 
maximum  usually  nine.  After  this  period,  the  contracts  are  re-negotiated  and  are 
generally  given  to  he  same  tenant. 

As  this  is  mainly  a  wheat  growing  area,  tenancy  contracts  are  made  payable  in 
terms  of  wheat.  This  praclice  has  been  adopted  because  of  the  frequent  devaluations 
of  the  currency.  The  present  rate  is  three  quintals  of  wheat  per  hectare,  generally 
payable  in  money. 

Habus  has  also  large  areas  of  land  in  this  region  which  are  given  on  contract 
tenancy.  The  Habus  contracts  are  generally  for  nine  years.  The  regulations  require 
that  the  tenancy  contracts  should  be  publicly  auctioned  and  given  to  the  highest 
bidder,  though  in  practice  they  usually  go  to  the  previous  tenants.  However, 
to  the  contrary  are  not  unknown. 

V.      Agricultural  Taxation 

A.      Tax  on  Olive  Trees 

1.      Historical  Background 
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Up  to  1705,  the  tax  on  olive  trees  was  charged  at  the  rate  of  one-tenth  of  the 
oil  produced  from  the  olives  by  the  tax  payer.  The  tax  was  collected  in  kind  at  the 
oil  pressing  centers.  An  additional  one  per  cent  was  charged  as  a  collection  fee, 
bringing  the  rate  of  the  tax  to  11  per  cent.  In  1705,  a  new  system  was  introduced, 
basing  the  tax  on  the  number  of  trees.  The  trees  were  divided  into  three  categories, 
according  to  their  productive  capacity.  As  the  North  was  a  loser  under  the  new 
system,  the  old  system  was  re-introduced  in  that  part  of  the  country  after  the  new 
tax  met  with  opposition. 

In  1894,  the  Government  ordered  a  new  census  of  olive  trees  in  the  south  to 
draw  up  new  rolls  for  olive  tree  taxation.  In  1901,  new  regulations  for  assessment 
were  made. 

Certain  reforms  were  considered  in  the  tithe-paying  areas  in  1903.  The  pro- 
ducers were  compelled  to  sell  all  olives  by  public  auction,  and  the  tax  was  assessed 
on  the  sale  price.  This  created  a  lot  of  opposition.  It  was  perceived  that  there 
might  be  a  few  buyers  who  could  conspire  to  lower  the  prices,  and  the  measure 
had  to  be  dropped.  Another  method  of  fixing  the  tax  on  the  olive  oil  mills,  based 
on  the  quantity  of  oil  produced,  was  also  tried.  This  method  was  rejected  by  the 
Chamber  of  Commerce.  Then  another  method  was  thought  of,  i.e.,  owners  of  olive 
trees  in  registered  lands  might  apply  to  have  the  production  of  their  trees  assessed 
by  the  Government  and  payment  made  on  the  estimated  yield  of  the  trees.  This  was 
rejected  by  the  Ministry  of  Finance  on  the  ground  that  it  was  difficult  to  supervise. 
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Replacing  the  tithe  by  the  tax  on  the  area  of  olive  plantations  was  later  sug- 
gested. This  was  rejected  as  being  premature  until  complete  Cadastral  records 
were  available. 

2.  Conversion  of  the  Tithe  into  Payment  in  Money 

In  1897  the  scheme  was  finalized.  The  tithe  was  henceforth  to  be  paid  in  money, 
the  assessment  being  made  on  the  presumed  production  of  the  plantation,  and  the 
price  of  the  olives  fixed  every  year  by  regulation.  The  census  of  olive  production 
was  carried  out  in  the  North  in  1902.  The  decree  of  1903  finally  abolished  the  dime 
and  introduced  the  same  system  as  in  the  South,  with  slight  differences.  The  tax 
decrees  were  not  competely  unified  until  the  decree  of  1950. 

3.  Assessment  of  the  Tax 

The  tax  is  levied  on  the  gross  estimated  value  of  the  average  production  of  the 
olive  tree,  the  average  being  based  on  production  during  a  determined  period  of 
years.  The  tax  is  levied  on  all  trees  that  have  reached  the  age  of  twenty  years  on 
November  1  of  that  year.  Wild  olive  trees  are  exempt  from  taxation.  In  every 
general  census  (which  is  made  every  twenty  years)  the  number  of  trees  per  pro- 
prietor is  determined  as  well  as  the  average  production.  Between  every  two  gener- 
al censuses,  the  owners  are  required  to  declare  their  new  olive  plantations  and 
any  changes  in  the  number  of  olive  trees  which  they  own. 

The  object  of  the  general  census  is  to  determine  the  number  of  olive  trees 
subject  to  tax  per  proprietor,  to  determine  the  average  production  per  tree,  and  to 
draw  up  the  taxation  rolls.  The  latest  census  was  for  1952. 

The  census  is  taken  in  each  region  by  a  committee,  the  composition  of  which 
is  as  follows:  the  Caid;  an  expert  to  determine  the  age  and  production  of  trees;  a 
delegate  from  the  Ministry  of  Finance,  who  is  generally  the  Inspector  of  Taxes; 
and  a  secretary.  The  committee  is  authorized  to  go  into  different  plantations  and 
examine  them. 

The  trees  are  classified  in  five  age  categories:  (l)  Less  than  5  years;  (2)  5 
to  10  years;  (3)  10  to  15  years;  (4)  15  to  20  years;  and  (5)  20  years  and  above. 
A  copy  of  the  list  thus  prepared  is  provided  to  the  owner  of  the  plantation.  It  is 
from  this  census  that  the  taxation  lists  are  made. 

Taxation  lists  are  revised  every  five  years  by  transferring  the  trees  to  their 
proper  age  categories.  New  plantations  are  added  to  the  list  and  changes  in  the 
proprietors  of  the  plantations  are  noted. 

In  actual  practice,  two  rolls  are  maintained:  one  for  the  Europeans  and  the 
other  for  Tunisians.  Collection  from  the  Tunisians  is  made  by  the  Caid  and  from 
the  Europeans  by  the  receivers. 

The  basis  of  olive  taxation,  even  today,  is  the  same  as  in  1929,  though  it  is 
multiplied  by  a  co-efficient  of  sixteen  to  adjust  for  price  changes. 

B.      Tax  on  Dates 

The  tax  on  dates  used  to  be  collected  in  kind  as  a  tithe  up  to  the  end  of  the 
seventeenth  century,  when  it  was  converted  to  a  money  tax.  This  change  has  met 
with  no  resistance. 
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At  the  beginning  of  the  Protectorate  (188 1)  the  Canoun  (law)  of  date  palms  was 
adopted  as  it  then  existed,  and  since  then  has  not  been  changed  in  any  material 
form.  In  1894  the  Government  ordered  a  general  census  to  be  made  of  the  trees, 
and  in  1901,  the  same  regulations  relating  to  the  assessment  of  tax  on  olive  trees 
were  applied  to  date  palms.  The  tax  is  levied  on  each  female  tree  reaching  the 
age  of  twenty  years.  Male  trees  are  exempt  from  this  tax,  as  they  do  not  produce 
any  fruit.  The  rate  of  tax  is  arbitrary  and  is  independent  of  the  actual  production 
of  the  tree.  There  are  two  rates  applicable  to  each  of  the  two  varieties:  degla  and 
common. 

C.      Tax  on  Fruit  Trees 


The  law  regarding  fruit  trees  is  based  on  the  tax  known  as  Merdja,  which, 
before  the  Protectorate,  was  levied  on  market  gardens  and  fruit  trees  in  certain 
regions  of  Sfax  and  Capbon.  That  tax  used  to  be  paid  in  kind  and  varied  from  region 
to  region.  It  was  levied  on  the  unit  of  land  known  as  Merdja.  which  is  a  square 
piece  of  land,  each  side  thirty-two  meters  long.  The  decree  of  December  1926 
applied  the  Merdja  to  the  whole  of  Tunisia  (with  the  exception  of  the  island  of 
Jerba)  where  irrigated  market  gardening  was  carried  out  and  trees  were  planted. 
Fruit  trees  were  divided  in  three  categories:  (a)citrus  fruits;  (b)  almonds,  bananas, 
and  pistachio;  and  (c)  other  fruit  trees. 

The  1940  decree  replaced  the  1926  decree,  fixing  only  two  distinct  categories: 
(a)  tax  on  market  gardens;  and  (b)  tax  on  fruit  trees.  These  categories  had  been 
bracketed  together  by  the  1926  decree,  as  mentioned  above.  Olive  and  date  trees 
were  not  covered  by  the  1926  decree,  as  they  had  for  a  long  time  been  taxed  under 
separate  decrees.  They  are  also  excluded  from  the  1940  decree  and  continue  to  be 
taxed  separately  by  other  decrees. 

The  1940  decree  divided  the  fruit  trees  into  three  categories:  (a)  citrus  fruits, 
pistachio,  etc.;  (b)  apricots,  peaches,  prunes,  bananas,  etc.;  and  (c)  almonds, 
apples,  figs,  pomegranates,  and  other  fruit  trees. 

For  homogeneous  plantations  covering  at  least  one  hectare,  maximum  rates 
of  taxation  were  fixed  by  this  decree,  irrespective  of  the  number  of  trees.  Fruit 
trees  were  to  be  taxed  after  the  seventh  year,  bananas  after  the  second  year, 
pistachios  after  the  ninth  year,  and  caroubiers2/  after  the  fifteenth  year. 

The  1949  decree  simplified  the  regulations  regarding  the  levying  of  the  tax  on 
fruit  trees  by  unifying  the  period  of  exemption.  At  present,  fruit  trees  are  divided 
into  two  major  categories:  (a)  citrus,  and  (b)  all  others.  Bananas  and  caroubiers 
are    exempt    from    tax. 

The    maximum    tax    on    each  hectare  at  present  is  as  follows: 

(a)  Citrus  5,400  francs  per  hectare 

(b)  Peaches,  almonds,  etc*.  2,700  francs  per  hectare 

The  tax  per  tree,  fixed  in  October  1951,  is  as  follows: 

(a)  Citrus  trees  20  francs  per  tree 

(b)  All  other  trees  subject  to  tax       10  francs  per  tree 

2/      A  tree  with  a  hard  red  wood  used  for  lumber. 
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All  trees  are  subject  to  tax  after  the  seventh  year  of  their  planting.  Trees  that 
are  situated  in  house  gardens,  etc .,  where  house  or  building  tax  is  paid,  are  exempt 
from  taxation.  Trees  that  are  rejuvenated  and  again  become  productive  are  exempt 
from  taxation  for  a  period  of  four  years. 

The  procedure  regarding  the  levying  of  taxes  on  fruit  trees  is  more  or  less 
the  same  as  for  olives,  the  only  difference  being  that  the  tax  lists  are  revised 
after  two  years,  instead  of  five  years  as  for  olive  trees. 

D.      Tax  on  Market  Gardens 


The  tax  unit  for  market  gardens  is  a  hectare.  There  are  two  rates,  dependent 
on  whether  the  land  is  irrigated  or  not,  irrespective  of  the  garden  crop  grown.  In 
1947,  a  decree  included  pepinieres  under  market  gardens. 


The  decree  of  October  1951  fixed  the  following  rates  of  taxation  for  market 
gardens: 

(a)  Land  under  irrigation  2,000  francs  per  hectare 

(b)  Non-irrigated  land  600  francs  per  hectare 

In  the  Caidats  of  D'Jenid  and  Nefzaou,  the  rate  of  tax  is  half  that  levied  in 
other  parts  of  the  country.  When  the  tax  was  originally  introduced  in  1940,  it  was 
an  annual  one.  In  December  1947,  it  was  amended  by  a  decree  to  apply  to  each 
crop  raised  during  the  course  of  the  year.  This  seriously  affected  farmers  who 
raised  more  than  one  crop,  especially  in  the  irrigated  areas.  Naturally,  there  was 
an  uproar  against  this.  Finally,  by  a  subsequent  amendment  in  May  1949,  the  orig- 
inal position  was  restored,  and  the  taxes  are  now  levied  per  year,  irrespective  of 
the  number  of  crops  raised  during  the  year.  Home  vegetable  gardens,  like  home 
fruit  gardens,  are  exempt  from  this  tax. 

The  basis  on  which  this  tax  is  levied  is  the  declaration  made  by  the  farmers 
to  the  Ministry  of  Finance  on  May  15  each  year,  or  if  the  land  is  sown  after  that 
date,  within  fifteen  days  after  the  sowing.  The  declarations  from  the  Arabs  are 
received  by  the  Sheikh,  assisted  by  the  notables  of  the  area  and  a  public  notary. 
Assessment  Committees  go  to  the  spot  or  gather  in  a  central  place  in  different 
areas  to  receive  these  declarations.  The  date  on  which  the  committee  would  be  in 
the  vicinity  is  advertised  at  least  five  days  in  advance.  Public  proclamations  are 
also  made  in  local  markets  which  are  generally  visited  by  the  local  farmers.  The 
work  of  the  committees  is  usually  done  between  May  1  and  May  15.  Declarations 
must  be  signed  by  the  farmer  showing  whether  the  land  is  irrigated  or  not,  the 
kind  of  crop  grown  on  it,  and  the  area  sown.  Omissions  or  false  statements  are 
punishable  by  a  fine  thrice  the  amount  of  the  tax  due. 

The  Sheikh  and  the  notables  must  verify  the  authenticity  of  the  declarations. 
In  case  a  declaration  is  notmadebya  farmer,  the  committee  has  the  right  to  esti- 
mate the  tax  due  and  to  fix  a  penalty  of  thrice  the  amount  due.  All  these  declara- 
tions are  finally  handed  over  to  the  Caid  of  the  district,  and  he  turns  them  over  to 
the  Inspector  of  Taxes,  who  is  expected  to  visit  the  committees  from  time  to  time 
while   they   are   at   work,    to   verify  the  correctness  of  the  declarations.  He  is  also 
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required  to  have  a  sample  inspection  of  the  areas  and  the  fanners  must  be  advised 
in  advance  of  the  date  of  inspection,  so  that  they  may  remain  on  the  farm.  Once  the 
declarations  have  been  checked,  the  tax  lists  are  prepared. 

European  farmers,  however,  make  the  declarations  on  special  forms,  in  the 
Civil  Control  Office  or  in  the  Office  of  the  Tax  Inspector.  The  declarations,  of 
course,  must  give  the  same  details  as  those  required  from  the  Tunisians.  The 
declarations  of  the  Europeans  are  checked  from  time  to  time  to  establish  their 
correctness. 

The    collection    of  this  tax  has   not  met  with  any  administrative  difficulties. 

Tunisian  farmers  are  charged  an  additional  ten  per  cent  of  the  tax  for  the 
benefit  of  Tunisian  provident  societies. 

E.  Tax  on  Grapes  and  Vines 

Grapes  have  not  been  dealt  with  in  the  category  of  either  fruit  trees  or 
market  gardening.  The  position  of  the  tax  in  regard  to  grapes  is  peculiar,  as  it  is 
not  a  direct  tax  on  the  grapes,  but  rather  a  tax  on  the  production  of  wines,  which 
is  indirectly  borne  by  the  grape  producers. 

The  tax  was  first  levied  in  1917  and  was  called  by  the  strange  name  of  Statis- 
tical Tax.  It  was  levied  on  the  production  of  wines  and  also  on  imported  wines.  It 
was  extended  the  following  year  to  include  a  surtax  in  addition  to  the  original  tax. 
In  1931,  a  new  decree  provided  for  a  fixed  tax  per  hectaliter  of  wine.  At  the  same 
time,  a  tax  was  imposed  on  imported  wine  at  the  same  rate.  In  addition,  a  small 
surtax  was  levied  both  on  local  and  imported  wines  for  the  benefit  of  the  Viticulture 
Association.  Some  changes  were  made  in  194  8  by  abolishing  the  surtax  on  imported 
wine. 

The  rates  now  in  force  were  fixed  by  the  decree  of  May  1950,  replacing  all 
previous  taxes  with  a  simple  tax  on  wine  production.  The  producer  of  wines  is 
taxed  160  francs  per  hectaliter  of  wine,  produced  from  the  grapes.  If  the  producer 
does  not  manufacture  the  wine  himself  and  sells  his  grapes,  the  buyer  of  the  grapes 
is  responsible  for  the  payment  of  the  tax,  it  being  considered  that,  for  every  three 
hectaliters  of  grapes  he  buys,  he  can  produce  two  hectaliters  of  wine. 

F.  Tax  on  Cereals 


In  the  previous  account  of  taxation,  no  mention  was  made  of  any  tax  on  cereals, 
as  the  discussion  has  dealt  mainly  with  direct  taxes  and  the  present  tax  on  cereals 
does  not  fall  into  this  category. 

Prior  to  1936,  cereal  production  was  subject  to  the  tithe,  but  this  was  abolished 
in  that  year,  as  the  Muslim  farmers  made  constant  complaints  that  they  were  being 
harassed  by  the  Assessment  Committees.  The  collection  of  tithes  from  small 
farmers,  especially  in  the  military  administrative  areas,  presented  difficulties  of 
collection  and  required  a  large  staff  to  collect  comparatively  small  sums.  Conse- 
quently, this  direct  form  of  taxation  was  abolished  and  a  system  of  Government 
purchase  of  all  cereals   was   instituted.   The   collection  of  the  tax  was  facilitated, 
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as  grain  could  be  sold  only  to  authorized  dealers,  who  were  instructed  to  deduct 
from  the  price  paid  to  the  farmers  a  tax  varying  from  three  to  five  per  cent  of  the 
value  of  the  grain.  The  aim  of  this  scheme  was  also  to  stabilize  the  price  of  wheat. 
The  small  farmer  who  produces  wheat,  barley  or  other  cereals,  is  completely 
exempt  from  this  tax  so  long  as  he  does  not  bring  his  produce  to  the  market  for 
sale. 

G.      Animal  Tax 

Before  the  establishment  of  the  Protectorate,  this  tax  was  known  only  in 
Algeria  and  Morocco.  Tunisian  farmers  have  never  paid  any  tax  on  animals, 
though  this  tax  has  the  sanction  of  Muslim  Law,  and  has  been  levied  in  the  form 
of  Zakat  on  animals  in  a  way  similar  to  the  tithe  on  cereals.  It  was  levied  in 
Tunisia  for  the  first  time  in  December  1918. 

The   rates  of  tax  per   animal,   as  fixed  by  the  decree  of  1951,  are  as  follows: 

Horses  130  francs 

Mules  130  " 

Camels  90  " 

Cows  100  " 

Pigs  125  " 

Donkeys  15  " 

Sheep  20  " 

Goats  15  " 

The  tax  is  levied  only  on  adult  animals.  A  pig  is  considered  an  adult  after 
five  months,  the  other  animals  when  they  lose  their  milk  teeth.  The  declaration 
by  the  owner  has  to  be  submitted  between  February  15  and  March  15  each  year 
and  must  show  the  number  of  both  adult  and  young  animals.  Omissions  or  incorrect 
statements  are  punishable  by  a  fine  totalling  nine  times  the  loss  of  the  tax.  In  1944 
a  decree  gave  the  civil  controllers  the  right  to  raise  the  penalty  up  to  the  value  of 
the  non-declared  animals.  However,  in  practice  this  has  seldom  been  resorted  to. 
These  wide  powers  were  given  to  the  civil  controllers  at  that  time,  as  wool  and 
meat  were  extremely  scarce,  due  to  the  emergencies  created  by  the  war,  and  it 
was  the  aim  of  the  administration  to  tighten  its  control  on  both  these  scarce 
products. 

Declarations  for  animals  are  received  in  the  same  way  as  for  olive  trees,  and 
other  verifying  procedures  are  also  the  same.  The  period  for  declaration  is  from 
March  16  to  April  30. 

H.      The  Khodor  Tax  of  Jerba 


This  tax,  which  was  first  instituted  in  1845  to  replace  the  various  taxes  exist- 
ing at  that  time,  is  peculiar  to  the  island  of  Jerba  in  Tunisia.  The  island  collector 
was  required  by  the  law  of  December  1845  to  evaluate  the  production  of  each  farmer 
and  to  collect  the  tax  from  him.  In  order  to  obviate  yearly  evaluation  and  simplify 
the  task  of  collection,  the  inhabitants  of  the  island  undertook  to  pay  an  annual  sum 
of  60,000  francs,  which  they  agreed  to  divide  amongst  themselves.  In  1900,  a  gen- 
eral census  of  olive  and  palm  trees  was  made  and  taxes  on  these  trees  were  added 
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to  the  original  Khodor.  By  the  decree  of  December  1926,  a  new  census  of  landed 
property  was  made  in  the  island,  and  the  tax  was  fixed  at  8.3  per  cent  of  the 
estimated  value  of  each  property. 

By  the  decree  of  October  1951,  the  estimated  value  of  the  production  of  the 
properties   in    1926   was   reconfirmed   and  multiplied  by   a  co-efficient  of  sixteen. 

The  land-owners  of  Jerba  are  exempt  from  all  other  agricultural  taxes 
(including  tree  taxes)  except  animal  taxes,  which  are  the  same  as  in  other  parts 
of  Tunisia.  In  addition,  tax  payers  are  charged  ten  per  cent  of  the  Khodor  for  the 
benefit  of  Tunisian  provident  societies. 
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6.     STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  INDIA  AND  PAKISTAN 

By  Phiroze  Irani* 
International  Program  in  Taxation,  Harvard  Law  School 


Problems  of  agriculture  and  agricultural  taxation  in  India  and  Pakistan  lend 
themselves  to  a  joint  treatment  because  of  similarities  in  the  constitutional  and 
legal  structure  of  both  countries  prior  to  Partition,  and  because  of  common  prob- 
lems relating  to  land  tenure.  Moreover,  the  patterns  with  respect  to  the  allocation 
of  taxing  power  among  various  levels  of  government  are  much  alike  in  the  two 
countries.  Differences  in  methods  of  cultivation,  climatic  conditions,  and  the 
degree  of  population  pressure  on  land  resources  are  very  great  within  each 
country,  so  that,  again,  the  governments  of  both  countries  have  been  faced  with 
many  comparable  situations.  For  these  reasons,  they  have  often  adopted  similar 
approaches  in  coping  with  land  reform  and  the  transformation  of  institutions  left 
behind  by  the  British  to  the  policy  requirements  of  newly  independent  countries 
intent  upon  fostering  maximum  economic  development. 

I.      Agrarian  Structure 

A.      Background 

1.      India 

Of  India's  total  population  of  356.8  million  (1951  census),  83  per  cent  live  in 
villages  and  70  per  cent,  or  a  total  of  249  million  people,  depend  for  their  livelihood 
on  agriculture.  The  total  net  area  of  cultivated  land  is  261  million  acres. 

Table  1  shows  the  per  household  and  per  capita  distribution  of  land  in  different 
regions  of  India  during  the  agricultural  year  ending  June  1950,  based  on  findings 
of  the  National  Sample  Survey.  The  average  size  of  a  rural  household  in  India  is 
5.21  persons  and  the  per  household  and  per  capita  distribution  of  land  are  6.16 
acres  and  1.18  acres,  respectively.  The  table  indicates  that  the  average  of  land 
per  head  is  lowest  in  Eastern  and  Southern  India  and  highest  in  North  Western 
and  Central  India. 

Though  they  comprise  70  per  cent  of  the  total  population  farmers  earned 
only  47.6  per  cent  of  the  national  income  in  1948-49  --  the  only  year  for  which 
national    income    data    are    available,    and    the    net    output  per  person  engaged  in 

*    Mr.  Irani  is  an  Advocate  (O.  S.),  High  Court  of  Bombay. 
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agriculture    was    Rs.    500,    compared    to    the    average   net  output  of  Rs.  1700  per 
worker  in  mining  and  industry.  1/ 

The  pattern  of  land  utilization  in  India  is  shown  in  Table  2.  Of  a  total  geograph- 
ical area  of  812.6  million  acres,  land  use  data  are  available  for  only  623.5  million 
acres,  but  the  bulk  of  the  unclassified  area  consists  of  uncultivable  land.  The 
cultivated  area  comes  to  327.8  million  acres,  but  the  net  area  sown  is  only  268.4 
million  acres,  the  rest  being  currently  fallow.  About  36  million  acres  grow  more 
than  one  crop  but,  including  conventional  estimates  for  non-reporting  areas,  the 
gross  cropped  area  is  in  the  vicinity  of  320  million  acres.  Waste  land,  a  large 
part  of  which  can  be  reclaimed  for  cultivation,  accounts  for  102.7  million  acres. 

Statistics  on  the  current  area  and  yields  of  crops  in  India  are  merely  provi- 
sional. Due  to  changes  in  coverage  and  extension  since  1947-48  and  the  inclusion 
of  new  territories  in  the  Indian  Union  in  recent  years,  the  figures  for  later  years 
are  not  strictly  comparable  with  those  for  earlier  years. 

The  estimated  area  and  yield  of  principal  crops  in  India  during  selected  years 
are  shown  in  Table  3.  Food  crops  cover  about  78  per  cent  of  the  cropped  area  and 
commercial  crops  account  for  about  17  percent.  Plantation  crops  cover  only  about 
1  per  cent  of  the  cultivated  area,  though  they  play  a  vital  role  in  India's  foreign 
trade. 

Rice  is  the  major  cereal  crop  and  the  staple  food  of  the  country,  and  contrib- 
utes about  half  of  the  average  annual  cereal  production  of  roughly  41  million  tons. 
The  major  non-cereal  food  crop  is  gram.  In  the  pre-war  years,  there  used  to  be 
a  small  surplus  of  rice  available  for  export,  but  in  recent  years,  India  has  been  a 
major  importer  of  food  grains.  Import  of  foodgrains  totalled  3.7  million  tons  in 
1949,  2.1  million  tons  in  1950,  4.7  million  tons  in  1951,  and  3.9  million  tons  in 
1952.     During     the    current    year,    the    import    of    only  2  million  tons  is  planned. 

2.      Pakistan 


Pakistan  consists  of  two  separate  geographical  units  about  1,000  miles  apart: 
West  Pakistan,  comprising  the  provinces  of  West  Punjab,  Sind  and  North  West 
Frontier  Province,  the  centrally  administered  areas  of  Baluchistan,  Karachi  and 
ten  ex-princely  states;  and  East  Pakistan,  consisting  of  the  province  of  East 
Bengal. 2/  East  Pakistan  contains  only  15  per  cent  of  the  land  area  of  the  country 
but  has  56  per  cent  of  the  total  population. 

Eighty-eight  per  cent  of  Pakistan's  population  of  80  million  live  in  rural  areas. 
Sixty-four  million  depend  for  their  livelihood  on  agriculture.  In  East  Pakistan  the 
urban  population  is  only  5  per  cent  of  the  total  population.  The  gross  national 
product  of  Pakistan  in  1948-49  was  estimated  to  be  16.7  billion  rupees  3/  of  which 


1/  First  Report  of  the  National  Income  Committee  (195 1),  pp.  29,  31.  It  should  be 
noted,  however,  that  the  income  of  farmers  is  generally  understated  in  national 
income  statistics  because  of  the  disparity  in  prices  between  towns  and  rural 
areas.  The  official  rate  of  exchange  for  the  Indian  rupee  is  U.  S.  $.21. 

2/  Karachi  is  the  national  capital.  Baluchistan  is  a  border  province  directly 
administered  by  the  federal  government. 

3/      The  Pakistani  rupee  is  roughly  equivalent  to  U.  S.  $  .30. 
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about  70  per  cent  was  derived  from  agriculture. 4/ 

Of  a  total  area  of  123  million  acres  in  Pakistan,  57  million  acres  were  under 
cultivation  in  1950.  The  net  area  sown  was  46.5  million  acres,  the  rest  being  kept 
currently  fallow.  30.5  million  acres  were  unavailable  for  cultivation  and  cultivable 
waste  land  accounted  for  22  million  acres.  Irrigation  plays  an  important  role  in 
the  agrarian  economy,  particularly  of  West  Pakistan,  roughly  43.5  per  cent  of  the 
net  area  sown  being  irrigated. 5/ 

Food  crops  account  for  about  78  per  cent  of  the  total  cropped  area,  the  pro- 
portion in  East  Pakistan  being  still  higher.  The  estimated  area  and  yield  of  prin- 
cipal crops  in  Pakistan  in  the  last  year  before  Partition  and  in  1951-52  are  shown 
in  Table  4.  More  than  half  of  the  total  area  under  food  crops  is  under  rice  and 
about  one-fourth  is  under  wheat.  The  production  of  rice  is  concentrated  in  East 
Pakistan  and  that  of  wheat  in  West  Pakistan.  Jute  and  cotton  are  the  important 
commercial  crops  of  Pakistan.  Jute  is  cultivated  in  East  Pakistan  and  cotton 
largely  in  West  Pakistan.  The  average  annual  production  of  foodgrains  is  14 
million  tons.  In  a  normal  year,  Pakistan  is  self-sufficient  in  food  and  also  has  a 
small  surplus  of  about  half  a  million  tons  available  for  export. 

B.      Systems  of  Land  Tenure 

The  main  systems  of  land  tenure  in  both  India  and  Pakistan,  are  zamindari 
and  rvotwari.  Moreover,  additional  systems,  e.g.,  the  mahalwari  type  of  tenure  in 
India,  known  as  pattadari  or  bhaichari  in  Pakistan  prevail  in  certain  areas.  There 
are  also  jagirdars  -  individuals  or  religious  institutions  that  have  performed 
some  service  for  the  State  and  have  been  assigned  tax-exempt  estates. 

1.      Zamindari 

The  zamindari  form  of  tenure  has  its  origin  in  a  British  attempt  to  settle  land 
rights  in  India,  and  delegate  the  collection  of  the  land  tax  to  a  special  group  -  the 
zamindari.  It  was  assumed  that  the  tax  collectors  would  seek  to  improve  the  yield 
of  the  land,  in  order  to  increase  rents,  and  get  more  than  their  tax  liability  from 
the  tenants. 

Under  the  zamindari  system,  the  revenue  farmers  were  vested  with  propri- 
etary rights  in  the  land  under  their  jurisdiction  and  were  made  responsible  for 
the  payment  of  land  revenue  (i.e.,  annual  land  tax),  thus  ensuring  its  proper  collec- 
tion. The  zamindar  enjoys  the  right  to  hold  the  land  settled  with  him  but  his  right 
to  occupy  and  cultivate  it  is  restricted  to  a  small  portion  of  the  area  which  is 
known  as  sir  or  private  land.  The  remainder  of  his  holdings  must  be  leased  out, 
though  individual  tenants  have  no  permanent  tenure.  Depending  upon  whether  the 
revenue  settlement  is  made  with  the  zamindar  in  perpetuity  or  is  subject  to 
periodic  revision,  zamindari  estates  are  classified  as  permanently  settled  and 
temporarily  settled. 6/  The  former  type  of  estates  are  to  be  found  in  West  Bengal, 

4/  Six    Year   Development  Programme  of  Pakistan,    July    195 1    to    June    1957, 

~  (Karachi,  1951),  p.  16. 

5/  Statistical  Digest  of  Pakistan,  1950  (Karachi,  1950),  pp.  26-27. 

6/  "Settlement"   means   the  contract  by  which  an  individual  or  a  body  of  persons 
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Table  4.      Estimated  Area  and  Yield  of  Principal  Crops  in  Pakistan 

(In  millions) 


Croi 


Rice 

Wheat 

Other  cereals  1/ 

Sugar  cane 

Cotton 

Jute 


1946  - 

47 

1951  - 

-  52 

Area 

Yield 

Area 

Yield 

(Acres) 

(Tons) 

(Acres) 

(Tons) 

21.2 

7.7 

22.5 

7.7 

9.3 

2.9 

10.2 

3.0 

4.6 

1.1 

4.6 

1.0 

0.6 

0.8 

0.7 

0.9 

2.8 

0.2 

3.4 

0.2 

1.4 

0.7 

1.8 

1.1 

Source:      Statistical   Digest  of  Pakistan,    1950,   and  monthly   Statistical  Bulletins, 
1/      Includes  bajra,  jowar,  maize,   and  barley. 


Bihar  and  parts  of  Uttar  Pradesh,  Assam,  Orissa  and  Madras,  while  temporarily 
settled  zamindari  estates  obtain  in  parts  of  Uttar  Pradesh,  Madhya  Pradesh,  East 
and  West  Bengal  and  Orissa. 

2.  Ryotwari 

Under  the  ryotwari  type  of  tenure,  the  occupant  of  the  land  originally  held  it 
directly  from  the  State  and  the  assessed  revenue  was  payable  by  him  to  the  State 
and  not  to  an  intermediary,  as  in  the  zamindari  system.  Ryotwari  holdings  in  India 
are  principally  located  in  Bombay  and  Madras.  The  settlement  in  the  ryotwari 
areas  is  fixed  for  a  period  of  20  to  40  years  --30  years  being  the  general  period  -- 
after  which  it  may  be  revised.  The  ryot  or  settlement  holder  does  not  necessarily 
cultivate  the  land  himself;  as  the  burden  of  the  established  tax  decreased,  sub- 
letting became  increasingly  widespread  in  ryotwari  areas,  individual  holdings 
became  frequently  quite  large,  thus  leading  to  a  growing  similarity  between  ryot- 
wari and  temporarily  settled  zamindari  tenure,  including  especially  the  absentee - 
landlord  characteristic. 

In  Pakistan,  the  ryotwari  system  generally  prevails  in  West  Punjab,  where 
30.7  per  cent  of  the  cultivated  land  is  in  peasant  holdings.  Peasant  holdings  are 
generally  small,  so  that  the  ryot  is  forced  to  lease  more  land  usually  on  annual 
contracts  or  to  rent  his  land  and  lease  a  larger  holding. 

3.  Other  Types 

Two  other  types  of  land  systems  may  be  briefly  noted,  though  they  are  much 
less  common.  Under  the  mahalwari  tenure,  village  estates  are  held  by  co-sharing 
bodies  or  village  communities,  the  members  being  jointly  and  severally  respon- 
sible for  payment  of  land  revenue,  though  a co- sharer  of  standing  may  be  selected 
to  undertake  the  primary  liabilities  of  paying  the  land  revenue.  This  type  of  tenure 
is  chiefly  found  in  the  Punjab,  parts  of  Madhya  Pradesh,  Uttar  Pradesh,  and  Pepsu. 

A  fourth  type  of  land  tenure  which  prevails  in  the  old  princely  States,  now 
the  Part  B  States  of  the  Indian  Union,  is  the  jagirdari  or  inam  estate.  Basically, 
these  are  tax-exempt  estates  where  the  rental  assets  of  the  land  have  been  assigned 
wholly  to  the  jagirdar  or  inamdar  in  recognition  of  services  rendered  to  the  State. 
The  jagirdar  has  neither  the  proprietary  nor  occupancy  right  in  land,  but  is  only 
entitled  to  collect  rent  from  the  actual  occupants  without  having  to  turn  over  a 
portion  of  it  to  the  State,  as  in  the  case  of  the  zamindar. 

C.      Characteristics  of  Land  Holdings 

The  agrarian  population  in  India  is  composed  of  5  million  rent  receivers, 
167  million  cultivators  with  ownership  or  permanent  occupation  rights,  32  million 
tenants-at-will,   and  45   million  landless  laborers,   only   20  per  cent  of  whom  are 

6/  (Continued)  is  made  singly  or  jointly  responsible  for  the  payment  of  land 
revenue  assessed  in  a  particular  area.  Sometimes,  the  term  is  used  in  a  broad 
sense  to  cover  all  the  processes  necessary  for  the  settlement  of  land  revenue, 
e.g.,  preparation  of  the  cadastral  survey,  record  operations,  soil  classifica- 
tion, etc. 
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permanently  employed. 7/  The  agrarian  population  in  Pakistan  also  has  a  large 
proportion  of  landless  laborers,  especially  in  East  Pakistan,  where  forty  per  cent 
of  the  total  population  are  agricultural  laborers. 

Recent  statistics  on  the  area  of  land  under  each  type  of  tenure  are  not  avail- 
able, but  in  1937-38,  permanently  settled  zamindari  estates  comprised  25  per  cent 
of  the  land  area,  39  per  cent  was  under  temporarily  settled  zamindari  estates  and 
mahalwari     estates,     and     36     per    cent    under    the    ryotwari  form  of  settlement. 

The  large  majority  of  agricultural  land  is  in  the  possession  of  zamindars  or 
large  landowners.  In  Pakistan,  for  example,  61.6  per  cent  of  the  land  in  East 
Bengal,  58  percent  in  West  Punjab,  87  per  cent  in  Sind,  and  40  per  cent  in  N.W.F.P. 
are  under  zamindari  tenure.  A  small  portion  of  the  land  is  directly  cultivated  by 
zamindars,  but  in  most  cases  they  are  mere  rent-receivers  with  the  actual  culti- 
vation being  done  by  tenants  whose  tenure  varies  from  permanent  occupation 
rights  or  tenants-at-will  of  the  landowner  with  long-term  or  annual  leases. 

A  striking  feature  of  the  Indian  agrarian  economy  is  the  divorce  of  ownership 
from  cultivation.  It  is  estimated  that  about  75  per  cent  of  the  cultivated  land  in 
India  is  cultivated  by  tenants  with  varying  status. 8/  Tenant-cultivators  fall  into 
two  classes,  namely,  those  enjoying  permanent  occupation  rights  and  mere  tenants- 
at-will  or  sharecroppers.  The  former  have  mostof  the  attributes  of  ownership  and 
are  generally  included  in  the  class  of  ryots,  that  is,  the  settlement  holders  in  the 
ryotwari  areas. 

The  right  to  cultivation  of  tenants-at-will  is  generally  co-terminous  with  the 
raising  of  a  single  crop  unless  a  longer  lease  period  is  stipulated  with  the  land- 
lord. They  usually  make  some  entrepreneurial  contributions  and  may  employ  hired 
labor.  Though  they  sometimes  pay  cash  rent,  more  often  the  rent  is  in  kind  and 
averages  50  per  cent  in  irrigated  areas. 9/ Sharecroppers  who  contribute  only  their 
labor  may  receive  between  5  and  10  per  cent  of  the  total  crop,  equivalent  to  a  daily 
wage  of  10  to  12  annas  (15  cents)  for  90  days  each  year,  while  those  contributing 
also  seeds,  implements  and  bullocks  are  allowed  to  retain  between  one-fourth  and 
one-third  of  the  gross  crop  yield.  10/ 

The  distribution  of  land  according  to  size  of  holdings  in  selected  States  is 
shown  in  Table  6.  For  West  Bengal,  one  of  the  most  thickly  populated  areas,  the 
most  recent  data  on  land  distribution  are  not  on  the  basis  of  size  of  holdings  but  on 
a  cultivator  (i.e.,  family) percentage  basis.  The  1951  census  estimated  that  in  that 
State  34.4  per  cent  of  the  cultivators  had  holdings  of  less  than  2  acres,  27..6  per 
cent  cultivated  between  2  and  4  acres,  and  only  38  per  cent  of  the  cultivators  had 
holdings  over  4  acres  in  size.  The  figures  relate  to  landholdings  prior  to  the 
land  reform. 

7/  Information  on  the  working  conditions  and  wages  of  agricultural  laborers  in 
India  is  to  be  found  in  the  report  of  an  enquiry  on  agricultural  labor  conducted 
by  the  Ministry  of  Labour  of  the  Government  of  India,  entitled  Agricultural 
Wages  in  India,  Vol.  1  (1952). 

8/      Nanavati  and  Anjaria,  The  Indian  Rural  Problem  (Bombay,   1947). 

9/  Sivaswamy,  "Indian  Agriculture  -  Problems  and  Programmes  »  Pacific 
Affairs,  Vol.  33  (1950),  pp.  356,  360. 

10/   Sivaswamy,  The  Madras  Ryotwari  Tenant  (1948),  pp.  56,  59. 
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On  the  basis  of  these  data,  it  is  not  possible  to  arrive  at  an  accurate  national 
estimate  of  the  size  of  holdings.  However,  a  reasonable  estimate  would  be  that  the 
average  size  of  holdings  in  India  is  between  3  and  5  acres.  Not  only  are  the  major- 
ity of  holdings  small,  but  most  of  them  are  also  fragmentary  and  consist  of  several 
strips  of  land  in  different  parts  of  the  village.  Thus,  most  holdings  may  be  classi- 
fied as  characteristic  of  subsistence  cultivation,  since  local  estimates  of  eco- 
nomic holdings  vary  from  5  to  50  acres. 

The  recent  land  reform  measures  have  not  afforded  any  appreciable  scope 
for  increasing  the  size  of  uneconomic  holdings,  since  the  land  that  has  been 
acquired  from  the  zamindars  is  mostly  to  be  distributed  among  the  tenant-cultiva- 
tors on  those  estates. 

With  respect  to  large  holdings,  a  recent  survey  by  the  Food  and  Agriculture 
Ministry  of  the  Central  Government  indicated  that  about  150,000  landholders  in 
India  own  more  than  100  acres.  11/  While  there  is  a  considerable  body  of  opinion 
in  favor  of  a  limitation  on  the  size  of  individual  holdings  and  various  limits  have 
been  suggested  such  as  50  acres,' or  five  times  the  size  of  an  economic  holding  - 
in  itself  a  vague  measure  -  no  legislation  has  yet  been  enacted. 

In  Pakistan,  the  problem  of  size  of  holdings  is  equally  acute.  The  average 
size  varies  in  the  different  provinces,  but  is  extremely  small  everywhere.  In  East 
Bengal,  it  is  3.94  acres,  in  West  Punjab,  3  acres  and  in  N.W.F.P.,  2.1  acres.  12/ 
47  per  cent  of  the  holdings  in  East  Bengal  are  less  than  2  acres  in  area.  In  Sfn3, 
where  ryotwari  estates  are  practically  non-existent,  the  average  individual  farm 
measures  about  38.7  acres  but  the  actual  cultivation  units  of  the  tenants  vary  from 
6  to  15  acres  for  different  crop  areas.  Peasant  holdings  in  Sind,  which  are 
currently  being  established  on  reclaimed  land,  vary  in  area  between  16  and  24 
acres. 13/  However,  it  should  be  noted  that  in  Sind,  due  to  shortage  of  irrigation 
water,  only  27  per  cent  of  a  holding  is  cultivated  in  any  given  year,  so  that  even 
units  of  24  acres  might  be  considered  uneconomic. 

Tenants  are  classified  as  either  statutory  or  non- statutory  (i.e.,  tenants-at- 
will)  depending  on  whether  they  have  permanent  occupation  rights.  Tenants-at- 
will  usually  cultivate  the  land  on  a  share-cropping  basis  either  on  annual  or  long- 
term  leases.  The  share  of  the  tenant  varies  from  1/3  of  the  crop  in  irrigated  land 
to  3/4  in  unirrigated  land  in  the  different  provinces.  The  proportion  of  statutory 
tenants  is  highest  in  East  Pakistan  where  7 1.7  per  cent  of  the  total  cultivated  area 
is  held  by  tenants  with  permanent  occupation  rights  and  their  sub-tenants,  and  is 
lowest  in  West  Punjab  where  only  5.5  percent  of  the  total  cultivated  area  is  in  the 
possession  of  occupancy  tenants. 

D.   Agricultural  Cooperatives 

In  recent  years,  the  village  co-operative  movement  in  India  has  gained 
momentum  under  governmental   sponsorship  because  it  is   realized  that  agricul- 

11/   Eastern  Economist  (October  23,  1953),  p.  685. 
12/   Economy  of  Pakistan,  1950    (Karachi,  1951),  pp.  64,  52,  48. 

IT/    "Land  Tenure  in   Pakistan,"   State   Bank  of  Pakistan  Bulletin  (October  1952), 
p.  28. 
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ture  can  be  made  more  efficient  only  if  the  unit  of  cultivation  is  increased.  In 
a  country  where  prestige  is  attached  to  the  ownership  of  land,  any  attempt  to  sub- 
merge individual  ownership  meets  with  opposition.  Hence,  the  most  popular  form 
of  co-operative  in  India  is  one  in  which  individual  ownership  and  cultivation  are 
recognized  and  the  co-operative  merely  supplies  credit,  buys  and  sells  com- 
modities, hires  out  machinery,  etc.  In  other  words,  the  emphasis  is  more  on 
better  credit,  equipment  and  seed  facilities  than  on  a  larger  unit  of  cultivation. 
Attempts  to  achieve  the  latter  through  consolidation  of  small  and  fragmentary 
holdings  have  been  far  less  successful  and,  except  in  the  Punjab  where  certain 
favorable  conditions  exist,  co-operatives  in  which  individual  ownership  is  recog- 
nized but  collective  cultivation  is  practised  are  not  as  popular  as  the  type  men- 
tioned above. 

Agricultural  co-operative  activities  in  Pakistan  have  been  chiefly  confined 
to  primary  credit  societies  and  it  is  only  recently  that  co-operation  is  being 
developed  in  other  fields  like  marketing,  co-operative  farming,  etc.  The  number 
of  agricultural  co-operative  societies  in  Pakistan  in  1950  exceeded  50,000  with  a 
membership  of  3.7  million  and  a  working  capital  of  520  million  rupees  and  of  these 
no  less  than  36,360  were  credit  societies.  14/  Co-operative  farming  is  as  yet 
poorly  developed.  In  1950  there  were  only  203  co-operative  farming  societies  in 
Pakistan  with  a  membership  of  13,429.15/ 

E.    Agrarian  Reform 

There  have  been  differences  in  scope  in  measures  undertaken  to  change 
conditions  in  the  rural  sector  in  India  and  Pakistan.  The  projected  reforms  in  the 
Indo-Pakistan  sub-continent  can  be  classified  under  three  broad  headings:  (l) 
consolidation  of  holdings,  (2)  tenancy  protection  legislation,  and  (3)  acquisition  of 
intermediary  rights  and  redistribution  of  land.  It  would  appear,  from  available 
information,  that  India  has  taken  steps  under  all  three  headings,  while  the  Pakis- 
tanis have  concentrated  their  efforts  on  protecting  tenants  in  West  Pakistan  and 
redistributing  land  in  East  Pakistan. 

1.   Consolidation  of  Holdings 

Small  and  fragmented  holdings  have  constituted  one  of  the  biggest  obstacles 
to  efficient  production.  Their  main  cause  has  been  the  operation  of  the  inheritance 
laws  among  the  Hindus  and  the  Mohammedans  which  are  based  not  on  the  principle 
of  primogeniture  but  on  that  of  equality.  This  fragmentation  is  compounded  by  the 
frequent  physical  disposal  of  plots  under  the  same  ownership.  Most  of  the  States 
have  now  enacted  legislation  prohibiting  the  breaking  up  of  holdings  below  a  fixed 
minimum  and  prescribing  cash  compensation  to  heirs  in  lieu  of  their  shares  in 
the  property.  Legislation  has  usually  also  sought  to  consolidate  existing  frag- 
mentary holdings,  either  by  persuasive  or  coercive  means  and  generally  through 
the  medium  of  co-operatives.  16/  With  the  exception  of  Punjab,  Madhya  Pradesh 
and  Uttar  Pradesh,  however,  the  consolidation  programs  undertaken  by  the  var- 
ious States  have  not  advanced  very  far. 


16/ 


14/    Economy  of  Pakistan  ("1950),  p.  361. 

15/    Ibid.,  p.  375. 

For  a  description  of  the  last-named,  see  the  extract  from  a  Note  on  Conso- 
lidation of  Holdings  in  India,  prepared  by  the  Government  of  India  for  the  Food 
and  Agriculture  Organization  of  the  United  Nations,  and  cited  in  the  United 
Nations    report:    Land    Reform,    Doc.    ST/ECA/11    (New   York,    1951),  p.  13. 
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2.   Protection  of  Tenant  Rights 

The  tenancy  problem  was  of  acute  importance  in  both  zamindari  and  ryotwari 
areas,  since  absentee  landlordism  is  a  feature  of  both  forms  of  land  tenure.  Not 
only  were  rents  excessive,  but  up  till  recently  few  tenants  had  security  of  tenure. 
The  broad  aims  of  tenancy  protection  legislation  have  been  to  confer  occupancy 
rights  on  tenants  who  have  been  in  possession  of  the  farms  for  a  continuous  period 
of  years,  to  prescribe  reasonable  ceilings  for  rents,  and  to  prohibit  illegal  exac- 
tions levied  in  addition  to  the  rent.  In  some  States  in  India,  the  legislation  has 
gone  further  and  sought  to  make  the  tenant  a  full  proprietor.  Thus,  in  Bombay,  a 
tenant  can  compel  his  landlord  to  sell  up  to  50  acres  of  the  land  under  his  lease 
provided  the  landlord's  own  holding  is  not  thereby  reduced  below  50  acres,  and  in 
Madhya  Pradesh  the  occupying  tenant  can  buy  out  the  landlord's  interest  by  paying 
three  times  the  annual  rent. 

In  Pakistan,  legislation  has  been  enacted  in  the  Punjab  to  assure  the  tenure 
of  tenants  who  occupy  the  land  over  a  period  of  time  and  to  secure  for  them  an 
equitable  share  of  the  produce.  In  Sind,  the  first  tenancy  protection  legislation  was 
passed  in  1951  and  further  measures  are  contemplated.  Landless  laborers  known 
as  "haris"  are  being  resettled  in  that  province  on  reclaimed  land  with  the  oppor- 
tunity to  acquire  ownership  rights  after  a  period  of  time. 

In  Vindya  Pradesh,  all  estates  which  yield  annual  rental  of  over  Rs.  5,000 
are  being  taken  over  and  the  land  is  being  redistributed  among  the  peasants.  An 
Act,  which  is  expected  to  be  enacted  in  early  1954,  will  give  security  of  tenure  to 
tenants-at-will.   This     legislation     will     affect     about     1,000,000     acres    of    land. 

3.. Redistribution  of  Land 

In  India,  the  most  important  measure  of  agrarian  reform  has  been  the  abol- 
ition of  zamindari  and  jagirdari  estates  which -except  for  West  Bengal  -  has  been 
carried  out  in  the  last  two  years.  These  estates  were  singled  out  for  abolition 
mainly  because  they  gave  rise  to  excessive  sub-infeudation  and  because  the  titles 
to  them  were  of  dubious  value.  Though  the  view  was  expressed  that  zamindars 
were  mere  managers  of  the  land  permitted  to  retain  a  portion  of  the  rent  for 
their  services  and  hence  not  entitled  to  any  compensation,  their  ownership  right 
was  acknowledged  by  all  the  States  and  the  compensation  principle  accepted.  The 
zamindari  system  has  now  been  abolished  in  all  the  States  where  it  existed,  except 
in  West  Bengal  which  is  conducting  a  pilot  project.  The  total  area  involved  is 
roughly  173.4  million  acres  and  the  compensation  payable  to  the  zamindars  comes 
to  about  3.5  billion  rupees.  17/  No  data  on  the  jagirdari  abolition  program  in  the 
Part  B  States  are  available. 

The  legislation  in  all  the  States  followed  the  same  pattern.  The  zamindari 
estates   were   declared  to   be   vested  in  the  State  and  in  some  instances  provision 

17/  The  financial  aspects  of  zamindari  abolition  are  comprehensively  discussed  in 
the  article  by  Vij,  A.  N.,  in  Reserve  Bank  of  India  Bulletin,  Vol.  4,  p.  379 
(1950).  An  excellent  discussion  of  the  background  and  content  of  agrarian 
reform  in  India  is  contained  in  Dantwala,  "Land  Reforms  in  India,"  Inter- 
national Labor  Review,  Vol.  46,  p.  419  (1952). 
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was  made  for  State  management  of  the  estates  during  a  transitional  period.  The 
zamindars  were  allowed  to  retain  the  sir  or  private  land  in  their  possession,  that 
is,  the  land  which  was  supposed  to  be  personally  cultivated  by  them.  The  estates 
are  generally  to  be  settled  on  the  actual  cultivators,  who  will  be  recognized  as 
owners. 

The  basis  of  compensation  payable  to  the  zamindars  is  not  uniform  but  gener- 
ally it  is  the  net  annual  income.  The  net  annual  income  is  arrived  at  by  deduction 
from  the  gross  income  of  the  zamindar  (i.e.,  the  rent)  items  like  land  revenue, 
local  charges  (so-called  cesses),  cost  of  management,  works  of  benefit  to  the 
tenant,  agricultural  income  tax  where  levied,  etc.;  the  actual  percentage  deductions, 
however,  vary  among  the  different  States. 18/  The  amount  of  compensation  is  de- 
termined by  a  scale  rising  from  2  to  30  times~the  net  annual  income,  zamindars  with 
small  incomes  being  paid  at  the  higher  rates.  19/ 

With  the  possible  exception  of  Madras  where  the  number  of  estates  involved 
is  comparatively  small,  none  of  the  States  is  in  a  position  to  pay  the  total  compen- 
sation liability  in  cash  and  cash  payments  are,  therefore,  being  made  only  to  the 
smaller  zamindars  or  those  who  had  no  private  land,  the  rest  being  paid  in  non- 
negotiable  bonds  or  annuities,  No  information  is  available  on  the  percentage  of 
total  compensation  paid  in  cash  and  in  bonds  or  annuities  or  on  the  redemption 
periods  of  the  latter. 20/ 

The  rent  formerly  paid  by  the  tenants  to  the  zamindars  is  now  paid  directly 
to  the  State  as  land  revenue,  so  that  the  State  treasuries  have  benefited  to  the  extent 
of  the  difference  between  the  land  revenue  they  were  receiving  from  the  zamindars 
and  the  rentals  which  the  tenants  were  paying  to  the  zamindars.  The  additional 
annual  land  revenue  accruing  to  the  States  is  estimated  to  be  195  million  rupees 
or  5.5  per  cent  of  the  total  compensation  liability. 21/  Most  States  have  set  up 
sinking  funds  for  the  payment  of  compensation  to  the  zamindars.  Two  States  - 
Uttar  Pradesh  and  Madhya  Pradesh  22/  -  have  asked  the  tenants  to  make  addi- 
tional contributions  to  these  funds.  In  Uttar  Pradesh,  the  tenants  were  offered 
ownership  rights  on  payment  of  lump  sums  equivalent  to  10  times  their  annual  rents 
with  subsequent  reductions  of  50  per  cent  in  the  land  revenue  payable  by  them 
but  the  amounts  collected  fell  far  short  of  expectations.  In  Madhya  Pradesh, 
tenants  were  asked  to  pay  a  premium  in  addition  to  the  annual  land  revenue  but 
only  a  few  cultivators  were  able  to  meet  the  extra  payments. 


18/   The  range  for  the  deduction  on  account  of  cost  of  management  is  from  5  to  20 

per  cent  in  the  different  States,  while  that  under  the  head  of  cost  of  works  of 

benefit  to  ryots  is  from  4  to  12  1/2  per  cent. 
19/    In   some  States,  like  Uttar  Pradesh,  a  flat  rate  of  compensation  is  prescribed 

and  extra  compensation  in  the  form  of  rehabilitation  grants  are  allowed  to  the 

smaller  zamindars. 
20/    In  Uttar  Pradesh,  the  bonds  bear  2  1/2  percent  interest  and  are  redeemable  in 

40  years. 
21/    Vij,    A.  N.,  "Financial  Aspects  of  the  Abolition  of  Zamindari , "  op.  cit.,  p.  389. 
22/    It    is    possible    that   some   other   States   may   have  subsequently  revised  their 

policy  of  foregoing  any  contributions  by  the  tenants  to  zamindari  abolition  funds. 
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The  abolition  of  zamindari  and  jagirdari  estates  may  be  regarded  as  only 
the  first  stage  in  the  land  reform  movement  in  India,  since  the  acquisition  and 
redistribution  of  large  holdings  in  the  ryotwari  areas  would  be  necessary  for  the 
proper  implementation  of  the  program.  Thus,  the  land  reform  program  should 
be  considered  as  a  long-term  affair  and  it  is  yet  too  early  to  assess  its  effects 
on  the  agrarian  structure  of  the  country. 

The  following  report  on  the  progress  of  the  abolition  of  the  zamindari  system 
was  presented  before  the  Lower  Indian  House  late  in  1953:23/ 

"All  Part  'A'  and  'B'  States,  except  West  Bengal,  Mysore  and  Travancre- 
Cochin,  have  enacted  legislation  for  the  abolition  of  intermediaries.  In  West 
Bengal,  a  Bill  for  the  abolition  of  zamindari  is  before  the  State  Legislature. 
In  Mysore,  a  Bill  for  the  abolition  of  personal  inams  and  some  miscellaneous 
service  inams  has  been  published;  religious  and  charitable  inams  are  being 
excluded  from  acquisition  for  the  present.  In  Travancore-Cochin,  there  are 
four  free-hold  estates.  It  is  proposed  to  permit  the  tenants  of  these  estates, 
who  already  enjoy  permanent  rights,  to  acquire  full  proprietary  rights  on 
payment  of  compensation.  Among  part  'C1  States,  Vindhya  Pradesh  has  en- 
acted legislation;  Bhopal  has  passed  legislation;  Delhi  and  Himachal  Pradesh 
have  completed  draft  Bills;  in  Ajmer,  legislation  has  not  yet  been  undertaken. 

"In  the  implementation  of  the  legislation,  progress  has  been  comparatively 
easy  in  States  where  an  adequate  revenue  and  administrative  machinery 
existed;  in  Uttar  Pradesh  and  Madhya  Pradesh  (which had  temporary  settle- 
ments and  a  land  records  agency  at  the  village  level),  all  the  estates  have 
been  taken  over.  Madras,  which  was  the  first  to  enact  legislation,  has  also 
taken  over  most  of  the  estates. 

"In  Bihar,  revenue  administration  is  still  in  the  process  of  being  built 
up  and  only  estates  with  an  annual  income  of  Rs.  50,000,  or  more  have  so 
far  been  taken  over  by  the  Government.  Under  the  law,  a  separate  notifi- 
cation in  respect  of  each  individual  zamindar  was  necessary,  but  a  recent 
amendment  enables  the  State  Government  to  take  over  all  zamindaris  situated 
within  a  particular  area  or  throughout  the   State   by  a  general  notification. 

"In  Orissa,  permanently  settled  zamindaris  have  been  abolished  except 
a  few  in  respect  of  which  cases  are  pending  in  the  Supreme  Court.  The  large 
ones  among  the  temporarily  settled  estates  were  also  taken  over  recently 
and     it    is     expected    that    the    process    will    be  completed  in  about  a  year. 

"In  Assam,  which  has  about  1.7  million  acres  under  permanent  zamindari 
settlements,   legislation  was  enacted  in  1951,  but  has  not  yet  been  enforced. 

"In  Bombay,  only  a  small  area  was  held  under  intermediary  rights  and 
action  for  their  elimination  is  almost  complete.  .  .  . 

"Among    Part    'B'    States,    Hyderabad    took  over  all   jagirs  in  1949  and 

23/   Statement  by  Mr.  Kidwai  quoted  in  Indian  Taxation,  Vol  4,  No.  12  (December, 
1953),  p.  56-63. 
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Saurashtra  in  1951.  Madhya  Bharat  and  Rajasthan  have  been  held  up  by  suits 
contesting  the  validity  of  the  legislation.  Madhya  Bharat  and  Saurashtra  had 
also  some  areas  under  zamindari  settlements.  In  Madhya  Bharat  zamindari 
was  abolished  in  December,  1951.  In  Saurashtra,  the  legislation  for  abolition 
of  zamindari  (girasdari)  is  in  the  nature  of  an  enabling  measure  to  facilitate 
the  purchase  of  proprietary  rights  by  tenants  who,  unlike  most  tenants  in 
zamindari  areas,  do  not  enjoy  the  right  of  occupancy.  Out  of  55,000  tenants, 
about  7,200  have  acquired  the  right  of  occupancy  and  18,000  applications  are 
pending  for  disposal.  The  Cooperative  Land  Mortgage  Bank  has  advanced  Rs. 
120  lakhs  24/  to  about  18,000  tenants  for  the  acquisition  of  proprietary 
rights." 

In  Pakistan,  the  permanent  land  revenue  settlement  has  been  abolished  in 
East  Bengal  and  new  tax  rates  approximating  current  rental  values  have  been  intro- 
duced. Legislation  has  been  passed  in  that  province  authorizing  the  State  to  acquire 
all  rent-receiving  interests  accruing  to  landlords,  ryots,  or  non- agricultural 
tenants,  as  well  as  the  khas  or  directly  cultivated  land  of  such  persons  in  excess  of 
100  bighas  (about  35  acres)or  20bighasper  head  in  the  family,  whichever  is  great- 
er. A  scale  of  compensation  for  the  acquisition  of  such  interests  has  been  pre- 
scribed ranging  from  twice  the  net  income  where  the  value  of  the  interest  exceeds 
Rs.  100,000  to  10  times  the  net  income  where  such  value  is  below  Rs.  500.  The 
net  income  is  to  be  calculated  by  deducting  from  gross  assets  sums  payable  as  rent 
and  cess,  agricultural  income  tax,  maintenance  expenses  of  irrigation  or  protec- 
tive works  and  collection  charges  not  exceeding  20  per  cent  of  gross  assets.  The 
total  compensation  amount  involved  is  estimated  to  be  310  million  rupees.  As  yet 
only  a  few  estates  have  been  acquired  and  the  owners  are  being  compensated  partly 
in  cash  and  partly  in  government  bonds. 25/ 


II.    Taxation  of  Agriculture 

Direct  taxes  on  agriculture  in  India  and  Pakistan  include  (l)  the  land  tax, 
traditionally  called  the  land  revenue,  and  (2)  the  agricultural  income  tax.  In 
addition,  Pakistan  has  levied  an  estate  duty  since  1950,  while  India  introduced 
this  tax  in  October  1953.  In  both  countries  there  are  the  following  indirect  taxes: 
(l)  central  excise  duties,  (2)  export  duties,  and  (3)  the  sales  tax.  Various  other 
taxes  are  imposed  by  the  localities,  both  for  general  local  budgets  and  for  specific 
purposes,  such  as  public  works  and  education. 

A.   Taxation  of  Land 

1.   Land  Revenue   in  India 

The  land  revenue  has  traditionally  been  a  major  source  of  public  revenue  in 
India.    Although  its  fiscal  significance  has  declined  during  and  after  World  War  II, 

24/   One  lakh  =    100,000. 

25/  The  problem  of  land  tenure  in  Pakistan  has  been  discussed  in  a  series  of 
papers  read  at  the  Pakistan  Economic  Conference,  1951.  The  papers  have 
been    reproduced    in   ^Pakistan    Economic   Journal,    Vol.   II  (195 1),  first  part. 

384 


owing  to  inflation  and  the  more  rapid  growth  in  the  industrial  sector  as  compared 
to  agriculture,  it  is  still  an  important  source  of  revenue  for  the  States. 

Table  7  shows  the  total  land  revenue  receipts  in  India  in  selected  years  and 
their  percentage  to  total  tax  receipts.  Owing  to  the  territorial  changes  following 
independence  and  partition,  it  is  not  possible  to  present  comparable  totals  for  the 
years  prior  to  1950-51.  Moreover,  it  may  be  noted  that  the  figures  of  land  revenue 
receipts  include  not  only  the  returns  from  the  land  revenue  proper  but  from  local 
cesses  (which  are  collected  by  the  States)  and  other  smaller  items  like  rentals 
from  fisheries  and  sale  of  government  estates,  but  these  additional  items  are  very 
small.  A  significant  increase  in  the  percentage  of  land  revenue  to  total  tax  revenue 
has  taken  place  since  1951-52,  mainly  as  a  result  of  the  abolition  of  the  permanent- 
ly settled  areas.  There  has  been  a  noticeable  decline  in  the  percentage  contri- 
bution of  land  revenue  in  the  budgetary  structure  of  the  Part  A  States  during  and 
after  the  War  but  land  revenue,  nevertheless,  comprises  about  one-fifth  of  their 
total  revenue.  The  significance  of  land  revenue  in  the  Part  B  States  is  greater; 
more  than  one-fourth  of  their  total  revenue  is  derived  from  taxation  of  land.  There 
is  a  lack  of  uniformity  both  in  the  basis  of  assessment  and  the  rate  of  the  land 
revenue,  not  only  in  the  various  States  but  frequently  in  different  parts  of  the  same 
States. 26/ 

In  the  permanently  settled  areas,  which  represent  about  18  to  20  per  cent  of 
the  total  assessed  area  just  prior  to  the  recent  land  reform,  the  amount  of  the  land 
revenue  demand  was  fixed  once  and  for  all,  the  rates  ranging  from  10/11  of  the 
current  net  rentals  in  Bengal  in  1793  to  2/3  in  Madras  in  the  middle  of  the  nine- 
teenth century.  Since  the  quantum  of  tax  was  unchangeable,  the  landowners 
benefited  from  an  increase  in  the  rental  value  of  the  land  by  extension  of  the 
cultivated  area  or  improvement  of  the  land  or  rise  in  agricultural  prices.  Thus, 
the  percentage  of  tax  to  rentals  gradually  declined  and  was  estimated  in  recent 
years  to  be  less  than  20  per  cent  in  Bengal  and  Madras. 

It  was  purely  a  historical  accident  that  permanent  settlements  were  made 
only  in  the  zamindari  areas  because  such  settlements  are  possible  and  were 
contemplated  for  the  ryotwari  areas  also.  Permanently  settled  areas  have  now  been 
abolished  and  as  a  result  of  this  and  the  abolition  of  zamindari  there  has  been  a 
rise  in  the  land  revenue  receipts  of  the  States  involved  as  new  tax  rates  approx- 
imating the  current  rental  value  of  land  came  into  effect.  In  Bihar,  land  revenue 
receipts  almost  tripled  in  the  last  two  years  and  in  Uttar  Pradesh,  another  strong- 
hold of  zamindari  estates,  there  was  also  a  significant  increase  in  land  revenue 
when  these  estates  were  abolished. 

The  maximum  rate  at  which  land  revenue  may  be  assessed  in  a  State  is 
generally  laid  down  by  the  legislature  but  the  actual  rate  in  each  assessment  circle 

26/  One  of  the  characteristic  features  of  the  land  revenue  in  India  is  that,  till  the 
early  nineteen-twenties,  the  assessment  of  the  tax  was  not  regulated  by  statute 
but  left  entirely  to  the  discretion  of  the  executive. 

The  methods  of  imposition  are  more  fully  described  in  "Methods  of  Assess- 
ment of  the  Land  Tax  in  the  Indo-Pakistan  Subcontinent  /'  Part  IV,  No.  7,  this 
volume. 
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is  fixed  by  the  settlement  officer;  these  actual  rates  vary  anywhere  from  6  1/4 
per  cent  to  50  per  cent.  The  tax  itself  is  based  upon  a  cash  rate  per  acre  or  is 
less  commonly  a  fixed  annual  charge.  A  medley  of  tax  bases  are  used  in  the 
temporarily  settled  areas,  where  the  land  revenue  demand  is  fixed  for  periods 
of  20  to  40  years  -  the  general  period  being  30  years.  All  of  them  seek  to  approx- 
imate net  rental  value,  i.e.,  the  cash  rent  received  (or  which  could  be  received  if 
the  land  were  rented)  minus  costs  of  operation  and  management,  including  local 
taxes  and  other  charges.  The  tax  base,  however,  is  not  determined  individually  for 
each  cultivation  unit,  but  only  for  the  top  producing  unit  in  each  assessment  circle 
(district).  The  tax  for  all  other  units  is  then  fixed  at  a  percentage  of  the  tax 
assessed  on  the  top  unit,  corresponding  to  its  relative  productivity. 

Since  the  revenue  settlements  are  fixed  for  long  periods,  changes  in  the 
price  structure  or  rental  value  may  substantially  alter  the  equity  of  the  levy  either 
in  favor  of  the  State  or  the  cultivator.  Though  provision  is  made  in  most  States  for 
remissions  in  bad  years  there  is  no  arrangement  whereby  the  revenue  demand  can 
be  increased  so  that  the  State  cannot  take  advantage  of  a  rise  in  prices  or  rental 
values. 

The  administration  of  the  land  tax  has  required  a  large  staff,  despite  the 
fact  that,  in  the  past,  cadastral  surveys  have  been  made  only  every  20  -  40  years. 
Most  of  the  staff  is  apparently  used  for  collection  and  enforcement.  The  levy  is 
an  expensive  one  from  the  revenue  point  of  view,  the  cost  of  collection  running 
as  high  as  20  per  cent  of  the  gross  returns. 

Where  the  land  revenue  falls  on  landowners,  it  may  be  shifted  backward  to 
tenants  in  the  form  of  higher  rents.  On  the  vast  majority  of  assessees  who  are 
subsistence  farmers,  consuming  most  of  what  they  produce,  the  land  revenue 
operates  primarily  as  a  tax  on  income.  The  real  burden  of  the  land  revenue  de- 
pends on  the  frequency  of  transfer  of  the  land,  as  the  tax  is  quickly  capitalized. 
Where  it  is  fully  capitalized,  the  present  owner  of  the  land  does  not  pay  any  tax  in 
actuality.  Furthermore,  due  to  inflation  over  a  period  of  time,  the  burden  of  the 
tax  tends  to  decrease,  as  the  re-assessment  period  lengthens. 

2.   Land  Revenue  in  Pakistan 

Land  revenue  comprises  about  one-third  of  the  total  tax  revenue  of  the 
provinces  in  Pakistan  (see  Table  8).  Furthermore,  the  Federal  Government  collects 
about  2  million  rupees  annually  through  the  land  tax  imposed  in  centrally  admin- 
istered areas. 

Prior  to  the  recent  land  reform  in  East  Pakistan,  the  land  revenue  assess- 
ment on  the  majority  of  estates  in  that  area  was  based  on  the  Permanent  Settle- 
ment of  1793,  under  which  the  tax  had  been  fixed  in  perpetuity  at  a  rate  equivalent 
to  10/11  of  the  then  net  rental  value  of  the  land.  In  recent  years,  due  to  expansion 
of  cultivated  acreage,  rise  in  prices,  and  other  factors,  the  percentage  of  tax  to 
rental  value  had  declined  to  less  than  20  per  cent.  The  abolition  of  the  Permanent 
Settlement  and  the  gradual  acquisition  of  all  rent- receiving  interests  in  East 
Pakistan  are  being  followed  by  government  re-assessment  of  the  land  tax  due  by 
the  tenants  in  lieu  of  the  previously  governing  rent. 
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Table  8.      Revenue  Receipts  from  Provincial  Taxes  in  Pakistan 
(Millions  of  rupees) 

Tax  1951  -  52  1952  -  53  1953  -  54 

(Actual)        (Revised  estimates)     (Preliminary  estimates) 


Taxes  on  income 
and  wealth  13.7 

Customs  duties  59.2 

Transaction  and 
consumption  taxes  122.7 

Licenses,  stamp  duties, 
registration  fees,  etc.  69.9 

Land  revenue  114.7 

Total  tax  revenue  380.2 

Percentage  of  land 
revenue  to  total 
tax  revenue  30.2 


35.8 
55.0 

133.9 

68.2 
125.1 


418.0 


29.9 


33.8 
50.0 

106.7 

65.8 
134.7 


391.0 


34.5 


Source:      Data  compiled  from  budgetary  documents, 
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There  is  little  information  on  the  method  of  assessment  of  land  revenue  in  the 
temporarily  settled  areas  of  East  Pakistan,  i.e.,  areas  where  the  tax  rates  are 
periodically  revised. 

The  basis  of  assessment  of  the  land  revenue  in  West  Pakistan  differs  in  the 
various  provinces.  In  Sind,  the  tax  rate  is  based  on  the  average  price  of  the  crop 
over  a  period  of  years  and  a  forecast  of  the  minimum  level  below  which  prices  are 
not  expected  to  fall  during  the  period  for  which  the  tax  is  established.  The  land 
revenue,  on  an  average,  works  out  to  about  33  1/3  per  cent  of  the  net  income  of  the 
taxpayer.  Since  1938,  a  sliding  scale  system  has  been  introduced  in  Sind  under 
which  the  assessment  may  be  varied  within  fixed  limits  according  to  fluctuations 
in  prices. 

In  West  Punjab,  the  assessment  of  land  revenue  is  based  on  the  net  produce 
(called  "net  assets"),  that  is,  the  gross  produce  minus  the  ordinary  costs  of  culti- 
vation and  the  tax  itself  may  not  exceed  one-fourth  of  the  estimated  money  value 
of  the  net  produce.  The  gross  produce  is  calculated  on  the  basis  of  the  average 
area  cultivated  during  selected  years,  the  average  area  and  yield  of  each  crop,  and 
the  average  level  of  prices.  Ordinary  expenses,  normally  deductible  from  the  gross 
produce,  include  payments  made  for  water  rates,  maintenance  of  embankments  and 
irrigation  works,  cost  of  seeds  and  implements,  wages  and  interest,  etc.  The 
assessment  is  made  for  a  period  of  20  to  40  years  -  the  general  period  being  30 
years.  In  areas  where  harvest  conditions  are  uncertain,  the  assessment  may 
fluctuate  according  to  the  condition  of  the  crops.  Thus,  if  no  crops  are  sown,  no 
assessment  is  made,  and  if  crops  fail  to  mature  beyond  a  certain  point,  the  assess- 
ment is  proportionally  reduced. 

The  land  revenue  assessments  in  North  Western  Frontier  Province  and  the 
centrally  administered  area  of  Baluchistan  are  fixed  at  one-fourth  and  one- sixth 
of  the  gross  produce  respectively.  No  information,  however,  is  available  on  the 
method  of  assessing  the  land  revenue  in  those  areas. 

3.   Other  Taxes  on  Land 


In  addition  to  land  revenue,  some  States  in  India  and  Provinces  in  Pakistan 
levy  special  taxes  on  land  in  the  form  of  betterment  and  development  levies  and 
taxes  on  commercial  crops. 

Local  bodies  also  levy  cesses  on  land  and  these  form  the  mainstay  of  the 
revenues  of  district  boards  in  India.  The  local  cess  on  land  is  usually  known  as  the 
local  rate,  or  the  local  fund  cess,  unless  it  is  levied  for  a  specific  purpose,  in 
which  case  it  may  be  known  as  the  roads  or  public  works  or  primary  education  cess, 
etc.  The  local  cess  is  usually  collected  by  the  State  Government  along  with  the  land 
revenue  and  is  handed  over  to  the  district  boards  after  a  deduction  of  2  to  4  per 
cent  for  cost  of  collection.  The  cess  is  based  on  the  annual  value  of  the  land,  which 
in  the  majority  of  States  is  calculated  as  a  multiple  of  the  land  revenue  and  in  other 
States  on  the  basis  of  the  rent  actually  paid  or  potentially  payable  by  the  actual 
tiller  of  the  soil.  The  rate  of  the  local  cess  varies  from  6.25  per  cent  to  18.75  per 
cent  of  the  annual  value  of  the  land  in  the  different  states.  27/    Typical  of  the  rates 


27/   Information  on  the  local  cess  is   taken  from   the   Report  of  the  Local  Finance 
Enquiry  Committee  (195 1),     p.  137  ff. 
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in  Pakistan  which  go  for  the  same  purposes  are  those  of  both  Sind  and  West  Punjab, 
where  the  rate  is  12  1/2  percent,  but  in  the  former  it  is  based  on  the  land  revenue 
assessment  and  in  the  latter  on  the  annual  value  of  the  land  which  is  defined  as 
double  the  land  revenue.  In  Sind,  there  is  an  additional  education  cess  at  6  1/4  per 
cent  of  the  land  revenue  and  in  West  Punjab  a  "lambardari"  cess  (whose  purpose 
is  not  known)  at  5  per  cent  of  the  land  revenue.  There  are  no  data  available  on 
local  cesses  in  the  other  provinces  of  Pakistan. 

B.      Agricultural  Income  Tax 

Since  1886,  agricultural  income  has  been  exempt  from  the  general  income  tax 
imposed  by  the  Central  Government.  This  is  still  true  in  both  India  and  Pakistan. 
The  exemption  is  extended  to  rent  or  revenue  derived  from  agricultural  land  which 
is  assessed  for  land  revenue  or  is  subject  to  a  local  cess;  to  income  derived  from 
the  cultivation  of  land  or  from  such  processing  of  products  as  is  needed  to  make 
them  fit  for  market  and  from  the  sale  of  such  products;  and  to  income  from  build- 
ings in  the  immediate  vicinity  of  the  land  owned  and  occupied  by  the  rent-receiver 
or  occupied  by  the  cultivator  or  rent-receiver  for  the  purpose  of  carrying  on  proc- 
essing or  sale  of  produce.  However,  corporate  dividends  paid  out  of  agricultural 
profits  are  taxable,  even  though  the  company  itself  is  exempt  from  tax.  In  the  case 
of  plantations  and  tea-gardens,  60  per  cent  of  the  income  is  presumptively  regarded 
as  agricultural. 

The  power  to  tax  agricultural  income  is  vested  in  the  Indian  States  by  the 
Constitution,  but  only  eight  of  the  Part  A  and  B  States  had  an  agricultural  income 
tax  in  1952,  though  there  has  been  a  noticeable  trend  in  recent  years  towards  this 
form  of  levy.  Moreover,  up  to  now  the  revenue  significance  of  the  agricultural 
income  tax  has  been  negligible,  the  total  receipts  from  this  tax  amounting  to  only 
40  million  rupees  in  the  year  1951-1952  out  of  a  total  tax  revenue  of  2,800  million 
rupees  accruing  to  the  Part  A  and  B  States.  A  major  factor  in  the  poor  revenue 
returns  of  the  tax  has  been  the  very  high  exemptions  and  the  difficulties  of  admin- 
istration. 

In  Pakistan  one  out  of  the  four  provinces,  Sind,  does  not  impose  an  income 
tax.  In  East  Bengal,  the  only  province  for  which  figures  are  available,  the  agricul- 
tural income  tax  in  1952-53  netted  only  5  million  rupees  out  of  a  total  tax  revenue 
of  212  million  rupees. 

In  North  West  Frontier  Province  and  West  Punjab,  the  agricultural  income 
tax  is  in  the  nature  of  a  surtax  on  the  land  revenue  of  large  landowners,  rather 
than  a  tax  direct  levied  on  income.  In  both  provinces,  landowners  paying  less  than 
250  rupees  per  annum  as  land  revenue  are  exempt  from  tax.  Roughly,  these 
would  be  owners  of  about  100  acres  of  good  or  300  acres  of  poor  land. 

The  State  statues  in  India  and  in  East  Bengal  in  Pakistan  are  generally 
patterned  on  the  Central  Income  Tax  Act.  They  cover  the  precise  scope  exempted 
from  tax  in  this  Act,  except  that  not  all  of  them  tax  income  derived  from  agricul- 
tural buildings.  The  tax  is  imposed  on  the  basis  of  origin  and  not  on  that  of  resi- 
dence. Furthermore,  agricultural  income  is  taxed  on  the  basis  of  receipt  and  not 
that  of  accrual  as  under  the  general  income  tax. 
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Specific  deductions  are  provided  for  each  type  of  agricultural  income;  land 
revenue,  rents,  and  local  cesses,  are  permissible  deductions  both  from  income 
derived  from  rents  and  from  cultivation.  High  exemption  limits,  ranging  from 
Rs.  3,000  to  5,000,  are  prescribed,  below  which  the  income  is  not  taxed  at  all. 
Since  the  average  income  in  rural  areas  is  very  low,  these  high  exemption  limits 
free  all  but  a  few  agriculturists  from  the  tax.  The  tax  is  imposed  on  a  progres- 
sive basis  for  individuals  and  Hindu  undivided  families  and  at  a  flat  rate  for 
companies.  The  rates  themselves  approximate  those  provided  for  the  general 
income  tax,  that  is,  they  range  from  5  per  cent  to  25  per  cent,  with  companies 
taxed  at  the  maximum  rate.  Uttar  Pradesh  and  Bihar  also  impose  a  super  tax  on 
agricultural  income  of  individuals  exceeding  Rs.  25,000,  the  rates  rising  from 
6  1/4  per  cent  to  31.8  per  cent.  Companies  are  charged  a  super  tax  at  the  rate  of 
6  1/4  per  cent  on  the  whole  agricultural  income. 

Because  of  the  very  high  exemptions,  the  agricultural  income  tax  currently 
operates  more  or  less  as  a  surcharge  on  land  revenue  in  the  higher  income 
brackets. 

C.     Other  Taxes  Affecting  Agriculture 

There  are  a  number  of  striking  similarities  between  India  and  Pakistan  in 
their  methods  of  assessing  additonal  taxes  on  agriculture.  Sales  taxes  in  both 
countries  exempt  food  products.  The  pattern  of  export  and  import  duties  also  is 
quite  similar  in  both  countries. 

1.  Excises  on  Agricultural  Commodities 

Both  in  India  and  Pakistan,  agricultural  excises  contribute  the  major  share  of 
excise  revenue.  In  Pakistan,  excise  duties  on  agricultural  commodities  contributed 
90  million  rupees  in  1952-53,  or  about  77  per  cent  of  the  total  of  excises.  Approx- 
imately the  same  percentage  was  contributed  by  the  excise  tax  on  agricultural 
commodities  in  India  during  the  same  period  (see  Table  9). 

The  principal  commodities  taxed  are  sugar,  tobacco,  tea,  betel  nuts,  cotton 
textiles,  coffee,  and  vegetable  products.  (The  latter  are  taxed  in  India  only.)  Both 
countries  allocate  part  of  the  excises  to  the  provinces.  In  India,  40  per  cent  of 
the  revenue  derived  from  the  excise  tax  on  vegetable  products  and  tobacco  is  now 
being  handed  over  to  the  States.  In  Pakistan,  half  of  the  net  proceeds  of  the  central 
excise  duties  of  tobacco,  tea,  and  betel  nuts  are  distributed  in  the  provinces.  The 
basis  of  the  rate  of  assessment  of  excise  duties  in  both  countries  is  prescribed  in 
the   Central  Excise   and   Salt   Act  of  1944,  as  modified  by  the  Annual  Finance  Act. 

2.  Export    Taxes 

The  major  agricultural  commodities  affected  by  export  taxes  are  raw  jute 
in  both  countries  and  raw  cotton  in  Pakistan  and  tea  in  India.  In  addition,  black 
pepper,  oil  seeds,  etc.,  are  also  taxed.  While  these  taxes  contribute  a  considerable 
amount  of  income  to  the  government  of  Pakistan,  they  play  a  small  role  in  that  of 
India. 
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3.  Sales  Taxes 

Almost  every  State  in  India  now  has  a  sales  tax  and  this  type  of  levy  is  increas- 
ing in  revenue  importance.  State  sales  taxes  generally  fall  into  two  broad  cate- 
gories, namely,  selective  sales  taxes  and  comprehensive  sales  taxes.  Most  States 
have  both  types  of  taxes,  or  at  least  one  of  the  latter  type,  but  foodgrains  and 
medicinal  articles  are  usually  exempted.  These  taxes  are  either  retailer's  sales 
taxes  or  single-point  wholesale  taxes  or  turnover  taxes.  The  rate  of  the  single- 
stage  sales  tax  is  usually  3  1/8  per  cent. 

Figures  of  sales  tax  receipts  in  the  States  have  not  been  broken  down,  so  that 
it  is  not  possible  to  arrive  at  any  data  for  receipts  from  sales  taxes  on  agricultural 
commodities.  However,  since  foodgrains  are  generally  exempted  from  the  sales 
tax  and  a  large  percentage  of  the  commercial  crops  is  exported,  the  receipts 
under  this  head  are  not  substantial. 

/  Prior  to  July  1951,  the  Pakistani  sales  tax  was  a  multi-point  tax  but  the 
present  levy  is  a  single-point  tax  payable  on  imports  by  the  importer,  on  domes- 
tically manufactured  goods  by  the  manufacturer  or  licensed  wholesaler,  and  by 
the  exporter  at  the  export  stage  on  certain  specified  goods.  The  standard  rate  of 
tax  is  10  per  cent,  but  reduced  rates  are  prescribed  for  some  articles  and  luxury 
items  are  taxed  at  20  per  cent.  Food  and  medicinal  articles  are  exempted  from 
the  tax,  as  are  products  of  cottage  and  small-scale  industries  up  to  a  turnover  of 
Rs.  36,000. 

The  sales  tax  is  imposed  by  the  Federal  Government,  but  50  per  cent  of  the 
collections  in  East  Bengal  are  assigned  to  that  province  and  a  similar  proportion 
is  distributed  among  the  provinces  and  ex-princely  States  in  West  Pakistan.  Gross 
receipts  from  the  sales  tax  in  1952-53  amounted  to  200  million  rupees.  After  de- 
duction of  the  share  of  the  provinces,  the  net  receipts  accruing  to  the  Federal 
Government  were  112  million  rupees  or  roughly  10  per  cent  of  its  total  tax  revenue. 
Sales  tax  receipts,  however,  are  expected  to  fall  by  about  50  per  cent  in  1953-54, 
chiefly  because  of  the  heavy  fall  in  imports,  particularly  of  luxuries.  Some  agri- 
cultural commodities,  but  not  food,  are  subject  to  the  sales  tax. 

4.  Estate  Taxes 

Due  to  constitutional  restrictions,  the  estate  tax  which  was  introduced  in  India 
late  in  1953  does  not  include  land  in  the  tax  base  for  all  States.  Up  to  the  present 
time,  only  five  or  six  States  in  India  have  given  consent  to  have  agricultural  land 
included  within  the  central  government  estate  duty. 

The  collection  of  the  estate  tax  in  Pakistan  has  not  been  of  much  importance 
to  date.  The  revenue  yield  of  this  levy  was  only  one  million  rupees  in  1952-53. 
Optimistic  prognoses  forecasting  a  yield  of  5  million  rupees  in  1953-54  have  been 
included  in  the  budget. 
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III.      Conclusions 

In  the  six  years  since  Partition,  India  and  Pakistan  have  adopted  many  similar 
measures  leading  to  the  reform  of  land  tenure  and  agricultural  tax  systems.  In 
India,  considerable  emphasis  is  placed  on  agricultural  development  in  the  five-year 
plan.  Approximately  half  of  the  funds  appropriated  for  development  are  earmarked 
for  agricultural  investment.  The  Government  of  Pakistan  has  evidenced  much  the 
same  concern  for  the  need  of  increased  investment  in  agriculture. 

In  the  field  of  institutional  reforms  of  land  tenure,  both  countries  have 
addressed  themselves  to  the  abolition  of  rent- receiving  interests.  The  zamindars, 
who  were  originally  conceived  as  rent  collectors  and  acquired  through  the  years 
considerable  vested  interest  in  the  lands  they  manage,  due  to  the  fact  that  rents 
were  increased  faster  than  taxes,  are  being  divested  of  their  rights  by  land  reform 
legislation. 

When  the  Permanent  Settlement  was  made  in  1793,  the  British  envisaged  the 
zamindars  to  be  tax  farmers,  keeping  10  per  cent  of  the  collections  for  their 
services.  In  1947,  just  before  Partition,  payments  of  the  land  tax  which  was  still 
collected  from  the  zamindars  amounted  to  less  than  one-fifth  of  the  rent  which 
these  groups  charged  tenants  in  Bengal. 

As  a  rule,  zamindari  lands  were  required  to  pay  a  lower  tax  than  the  land 
owned  by  the  ryots.  The  tax  on  the  ryoti  land  was  considered  to  include  both  the 
tax  demand  of  the  state  and  an  additional  surcharge  for  their  rent  payment,  since, 
in  theory,  ryoti  land  was  conceived  to  be  the  property  of  the  state.  With  the  abolition 
of  the  zamindar  estates  and  the  equalization  of  tax  rates,  there  are  indications  that 
the  receipts  of  the  Indian  Government  from  the  land  tax  will  increase.  It  is  even 
possible  that  the  increase  in  revenue  will,  in  ertain  cases,  be  sufficient  to  pay 
the  interest  and  retire  the  bonds  held  by  the  zamindars  and  still  leave  the  govern- 
ment with  more  money  than  hitherto. 

It  should  be  noted  that  agrarian  reform,  as  presently  contemplated,  does  not 
strip  all  large  landowners  of  their  property  rights.  There  has  been  some  talk 
about  limiting  landholdings  to  a  certain  size  and  legislation  to  that  effect  is  being 
contemplated.  Although  some  ryots  sublease  their  holdings,  no  legislation  has 
been  enacted  to  alleviate  the  condition  of  their  tenants.  Since  the  zamindari  lands 
were  leased  out  already,  the  current  land  reform  has  transferred  the  title  to  the 
land  from  absentee  owners  to  tenants.  There  has  been  no  attempt  to  equalize  land- 
holdings  throughout  India. 

Certain  regional  measures  are  under  way  to  relieve  the  tenancy  problem.  A 
tenancy  and  agricultural  land  bill  in  Patiala  and  East  Punjab  States  Union  is  expect- 
ed to  be  enacted  in  1954.  This  bill  could  go  a  long  way  toward  equalizing  holdings, 
since  every  landlord  is  allowed  to  retain  only  thirty  standard  acres  on  the  condition 
that  he  cultivate  them  himself  in  the  next  five  years.  The  bill  provides  for  the 
purchase  of  all  additional  land  by  tenants  for  a  consideration  of  Rs.  200  per  acre. 
Those  tenants  who  lose  their  tillable  holdings  as  the  result  of  the  options  of  land- 
lords will  be  resettled  on  the  extensive  tracts  of  fallow  land  which  have  been 
reclaimed  in  Pepsu. 

394 


The  existence  of  unequal  landholdings  makes  it  realistic  for  the  government 
to  introduce  additional  tax  measures  which  would  bring  about  some  progessivity  in 
the  tax  burden  of  the  rural  population.  Present  attempts  of  the  Federal  Govern- 
ment of  India  to  receive  permission  from  the  States  to  include  agricultural  incomes 
under  the  progressive  income  tax  is  a  move  in  this  direction.  A  number  of  States 
have  already  taken  steps  to  introduce  a  modicum  of  progressivity.  Apart  from  the 
state  agricultural  income  taxes,  some  States  have  introduced  progressive  sur- 
charges in  the  land  tax  for  large  holdings  and  are  attempting  to  skim  off  the 
profits  of  plantations  by  special  taxes  on  commercial  crops.  The  State  of  Madras 
is  now  collecting  a  special  surcharge  of  this  type,  prior  to  levying  a  special  income 
tax.  Uttar  Pradesh  levies  a  special  tax  en  sugar  cane  and  lac  trees.  Now  that  the 
governments  of  India  and  Pakistan  are  fully  autonomous,  they  have  a  greater 
opportunity  to  adapt  their  tax  structure  to  equity  needs.  Recent  variations  in  the 
export  tax  on  jute  are  further  evidence  of  this  trend. 

The  attempts  to  modernize  the  tax  system  and  extend  more  refined  taxes  to 
agriculture  have  not  always  been  successful.  Although  both  countries  have  been 
fairly  successful  in  streamlining  their  sales  taxes  and  increasing  their  revenue 
from  this  source,  it  is  notable  that  the  estate  tax  on  agricultural  holdings,  which 
was  introduced  in  Pakistan,  has  yielded  far  less  revenue  than  had  been  expected. 
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7.     METHODS  OF  ASSESSMENT  OF  THE  LAND  TAX 
IN  THE  INDO-PAKISTAN  SUBCONTINENT 


By  Anwar  Iqbal  Qureshi 

Advisor,  Middle  Eastern  Department, 

International  Monetary  Fund 


The  Indian  cultivator  during  the  long  history  of  the  country  has  passed  through 
many  ups  and  downs,  but  his  condition  was  most  pitiable  during  the  decline  of 
Mughal  rule  and  the  rise  of  the  East  India  Company  as  a  dominant  political  power. 
The  system  of  dual  government  introduced  by  Lord  Clive  (1725-74)  was  respon- 
sible for  many  of  these  difficulties.  Under  this  system,  neither  the  revenue  officers 
of  the  Muslim  ruler  of  Bengal  (Shah  Alam,  1728-1806)  nor  the  officers  of  the 
company  felt  any  responsibility  for  the  good  government  of  the  country,  with  the 
result  that  the  people  were  oppressed  by  both  and  protected  by  neither.  It  needed 
the  great  famine  of  1770,  in  which  the  death  toll  was  very  heavy,  to  arouse  the 
East  India  Company  to  face  the  situation  and  in  1772  the  Court  of  Directors 
assumed  direct  responsibility.  The  results  were  not  too  happy.  The  new  rulers 
had  an  entirely  different  concept  of  land  tenure  from  that  of  their  subjects,  and 
were  dominantly  influenced  by  the  British  system  of  landlords  and  tenants.  They 
mistook  the  revenue  farmers  for  landlords,  and  in  order  to  introduce  an  element 
of  stability  and  certainty  into  the  system  of  land  taxation,  Lord  Cornwallis  (1738- 
1805)  introduced  the  system  of  "permanent  land  settlement"  in  1793. 


I.      Tax  Assessment  in  the  Permanent  Settlement 


After  inquiries  lasting  for  three  years,  a  settlement  was  made  with  the  zamin- 
dars,  who  were  declared  full  proprietors  of  the  areas  over  which  their  revenue 
collection  extended,  so  that  they  might  have  some  legal  status  which  would  enable 
them  to  fulfill  their  obligation  to  the  government,  and  to  induce  them  to  take  an 
interest  in  their  estates.  This  right  was,  however,  subject  to  the  payment  of  land 
revenue  and  to  liability  to  have  the  estate  sold  for  failure  to  pay,  no  excuses,  such 
as  drought  or  famine,  being  accepted  for  non-payment.  The  government  also 
reserved  the  right  to  introduce  any  measures  they  might  think  necessary  "for  the 
protection  and  welfare  of  the  dependent  talukdars,  ryots,  and  other  cultivators  of 
the  soil."  The  assessment  was  fixed  approximately  at  ten-elevenths  of  what  the 
zamindars  received  as  rent  from  the  ryots,  the  remaining  one-eleventh  being  left 
as  the  return  for  their  trouble  and  responsibility.  The  revenue  liability  was  fixed 
in  a  rough  and  ready  fashion  without  any  survey  or  record  of  landed  rights  and 
interests,  or  any  investigation  into  the  productive  capacity  of  the  different  classes 
of  soils.  In  1793,  in  consultation  with  the  Court  of  Directors,  the  settlement  was 
declared   permanent  and  the  assessment  unalterable  forever,  and  the  government 
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specifically  undertook  not  to  make  any  demand  upon  the  zamindars  or  their  heirs 
or  successors  "for  augmentation  of  the  public  assessment  in  consequence  of  the 
improvement  of  their  respective  estates."  1/  The  primary  object  of  the  East  India 
Company  was  to  safeguard  the  punctual  receipt  of  the  land  revenue.  For  this  pur- 
pose the  expansion  of  cultivation  was  indispensable,  and  in  the  opinion  of  the 
Directors  this  could  only  be  achieved  by  a  permanent  settlement. 

The  system  was  further  extended  later  to  some  districts  in  the  United  Prov- 
inces and  to  Madras.  Considering  the  various  powerful  advocates  which  the 
permanent  settlement  system  had  during  the  reign  of  the  company,  we  would  have 
expected  it  to  grow  very  rapidly  throughout  the  country.  But  various  factors 
hindered  this  growth.  In  the  northwest,  i.e.,  the  United  Provinces,  the  Punjab,  and 
the  Northwest  Frontier  Province,  the  village  communities  were  very  powerful 
and  the  system  of  revenue  farming  had  not  gained  any  strong  foothold  there.  The 
system  adopted  in  these  areas  was  that  of  "temporary  settlement"  and  regarded 
the  village  community  as  a  unit  for  tax  purposes.  That  is  why  the  system  is  called 
Mahalwari,  in  contrast  with  the  Ryotwari,  where  the  tax  obligation  rests  on  indi- 
viduals. 


II.      Tax  Assessment  in  the  Mahalwari  System 

The  principles  of  assessment  which  we  are  about  to  describe  apply  to  all  the 
mahalwari  systems  with  minor  local  differences.  After  experimenting  with  several 
methods,  such  as  the  valuation  of  net  produce,  etc.,  the  government  adopted  the 
following  plan  of  fixing  the  assessment.  The  actual  rental  value  of  the  lands  in  the 
village  is  taken  as  the  basis,  direct  or  indirect,  of  the  assessment.  Revenue  is 
technically  said  to  consist  of  "a  fraction  of  the  assets"  of  the  estate  as  annually 
received.  This  fraction  has  varied  from  time  to  time.  It  was  very  high  in  the 
beginning  under  the  East  India  Company,  being  over  80  per  cent;  2/  it  was  reduced 
to  66  per  cent  in  1833  by  Lord  William  Bentinck;  under  the  Sanaranpur  Rules  of 
1855  it  was  further  reduced  to  about  50  per  cent;  and  according  to  official  claims 
the  actual  fraction  realized  in  most  cases  is  now  well  below  50  per  cent,  generally 
varying  from  25  to  33  per  cent. 

As  the  system  is  most  developed  in  both  Punjabs,  we  will  describe  briefly 
how  it  worked  there.  We  will  defer  any  account  of  survey,  soil  classification,  and 
settlement  until  we  describe  the  ryotwari  system,  for  the  general  principles  are 
the  same  in  both,  as  Sir  Edward  Blunt  has  remarked,  "Despite  the  diversity  of 
settlement  systems,  they  are  all  alike  in  three  respects.  Firstly,  the  process  of 
assessment  is  always  preceded  by  the  preparation  of  a  survey  map  and  record  of 
rights;  secondly,  a  soil  classification  is  always  made;  and  thirdly,  the  assessment 
is  no  longer  based  on  the  gross  produce,  but  on  the  net  assets. "3/ 

1/  See  Taxation  Enquiry  Committee  Report,  par.  55.  See  also  Report  of  the  Land 
Revenue  Commission,  Bengal,  Vol.  I,  par.  44. 

2/  For  example,  in  Orissa,  in  1822,  it  was  authoritatively  declared  to  be  83.3  per 
cent  of  the  assets;  in  1840,  65  per  cent  with  a  permissive  reduction  to  60  per 
cent,  while  at  the  re-settlement  of  1901  it  was  brought  down  to  54  per  cent 
(see  Land  Revenue  Policy  of  the  Government  of  India,  p.   13). 
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Here  we  have  the  same  system  as  regards  survey,  record  of  rights,  etc.,  but 
there  is  a  difference  in  detail  so  far  as  the  method  of  assessment  is  concerned. 
There  is  no  considerable  body  of  tenants  as  exists  in  Agra  and  Oudh,  and  of  such 
as  do  exist  many  pay  in  kind.  The  Settlement  Officer  therefore  calculates  direct 
revenue  rates  per  acre  for  each  kind  of  soil  in  the  village  estate,  basing  them  on 
what  the  rental  assets  would  be  if  a  cash  rent  were  uniformly  paid.  For  this 
purpose,  there  is  a  division  of  the  area  into  circles  in  each  of  which  broadly 
distinguishable  classes  of  soil  are  adopted.  Then  certain  standards  are  fixed  after 
taking  a  number  of  fair  specimen  holdings  representing  each  kind  of  soil  and  find- 
ing out  what  they  actually  pay  in  cash,  and  failing  this,  what  the  cash  value  of  the 
grain  rental  is.  These  standard  rates  are  utilized  as  a  general  basis  for  the  assess- 
ment. In  the  Punjab,  though  theoretically  revenue  is  collected  not  from  individual 
cultivators  but  from  joint  holders  of  village  estates  jointly  and  severally  respon- 
sible for  it,  in  practice  the  share  of  revenue  due  from  each  is  distributed  and  can 
be  recovered  separately.  The  cultivators  therefore  are  generally  in  the  same 
position  as  peasant  proprietors  in  Bombay  and  Madras.  Under  the  Punjab  Land 
Revenue  Amendment  Act  (1929)  the  share  of  the  State  has  been  fixed  at  one-fourth 
of    the    net    assets    and    the    period    of  settlement  has  been  extended  to  40  years. 


III.      The  Sliding  Scale  System4/ 

New  principles  of  assessment  were  formulated  in  the  Punjab  at  the  time  of 
resettlement  of  the  Lyallpur  district  in  1935.  These  are  known  as  the  Sliding  Scale 
System.  The  object  of  the  new  system  was  "to  enable  the  Government  to  pitch  its 
demand  high  enough  to  take  into  account  the  possibility  of  prices  rising  to  the 
average  level  of  the  last  20  or  30  years,  and  meanwhile  to  adjust  this  demand  at 
each  harvest  to  current  prices." 

According  to  the  old  system  the  standard  rates  did  not  change  during  the 
period  from  one  settlement  to  another;  of  course,  remissions  and  relief  could  be 
given  according  to  the  character  of  crops.  The  great  fall  in  prices  after  1930 
necessitated  this  new  system.  The  features  of  this  system  were  described  as 
below  by  a  communique  of  the  Government: 

(1)  The  commutation  prices  proposed  to  be  fixed  by  Government  have  been 
worked  out  in  accordance  with  the  revenue  law  on  the  average  of  20  years. 

(2)  Average  revenue  rates  will  be  worked  out  according  to  those  prices  and 
will  determine  the  average  rate  for  the  assessment  circle  as  a  whole. 
Within  the  assessment  circle  the  revenue  rates  will  vary,  as  at  present, 
in  accordance  with  the  class  of  land  and  other  factors.  They  will  in  some 
cases  be  higher  than  the  average  rate.  In  other  cases  they  will  be  lower. 


3/  For  an  interesting  account  of  the  role  played  by  the  members  of  the  India 
Civil  Service  in  the  administration  of  the  country,  see  Blunt's  book,  The 
India  Civil  Service. 

4/  Land  Revenue  Committee  Report,  Land  Revenue  Reform  in  the  Punjab  (Lahore, 
Government  Printing  Press). 
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(3)  The  revenue  rate  as  finally  announced  for  a  particular  square  will  repre- 
sent the  maximum  which  Government  can  take  in  any  circumstances 
during  the  period  of  40  years. 

(4)  Government  will  not  take  these  maxima  rates  unless  the  general  level  of 
prices  is  at  least  as  high  as  that  represented  by  the  prices  given  in  the 
Schedule. 5/ 

(5)  If  in  any  year  the  general  level  is  higher  than  that  represented  by  the 
Schedule,  the  revenue  payers  will  be  given  the  full  advantage  of  the  excess. 

(6)  If  in  any  year  the  general  level  of  prices  is  lower  than  that  represented 
by  the  Schedule,  a  remission  in  the  revenue  rates  will  be  given  the  follow- 
ing year  proportionate  to  the  difference. 

Thus  while  the  Government  was  "bound  not  to  exceed  the  maximum  rates  as 
fixed,"  they  would  "give  to  the  revenue  payer  the  full  benefit  of  the  fall  in  prices, 
however  great  that  may  be." 

To  calculate  the  amount  of  remission  to  be  given,  three  factors  are  taken  into 
account: 

(a)  The    percentage    of  the   total  matured  area   under  each  important  crop. 

(b)  The  average  yield  per  acre  of  those  crops. 

(c)  The  commutation  price  assumed  for  each  of  those  crops. 

"By  multiplying  these  figures  together,  "  continues  the  communique,  "the 
Government  will  obtain  an  index  figure.  They  will  then  calculate  a  corresponding 
index  figure  for  the  year  previous  to  that  for  which  remissions  are  to  be  given. 
Unless  there  are  exceptional  reasons  to  the  contrary,  it  will  be  assumed  that  the 
percentage  of  crops  remains  constant  and  that  the  average  yield  per  acre  is  also 
constant."  They  will,  however,  take  the  average  price  current  during  the  marketing 
season  of  the  preceding  two  harvests  in  specified  markets  of  the  districts  during 
specified  months.  "We  will  suppose  that  the  standard  index  figure  is  1,000  and  that 
the  index  figure  according  to  the  new  prices  is  600.  The  remission  given  then  will 
be  40  per  cent.  Each  year  a  new  index  will  be  calculated  and  that  amount  of  remis- 
sion will  depend  on  the  level  of  prices  during  previous  year. "6/ 

The  sliding  scale  system  was  introduced  in  Sind  in  1938  on  an  experimental 
scale.  It  proved  very  successful  and  was  extended  to  cover  the  cultivation  of  wheat, 
rice,  and  cotton. 

IV.      Tax  Assessment  in  the  Ryotwari  System 

The  writer,  during  his  tenure  as  Economic  Advisor  to  the  Hyderabad  Govern- 
ment and  Professor  of  Economics  in  The  Osmania  University  in  that  State  (1937- 
46),   had  ample  opportunities   to  study  the  working  of  the  ryotwari  system. 7/   The 

5/      Commutation     prices     based    on    20    years'    average    before    the  Settlement. 

6/      Punjab  Land  Revenue  Committee,  o£.  cit.,  Appendix  A,  pp.  157-159. 

7/  For  details,  see  Oureshi,  Anwar  Iqbal,  The  Economic  Development  of  Hyder- 
abad, Vol.  I  (Orient  Longmans,  1947).  See  the  chapter  on  Land  Tenures  and 
Land  Revenue. 
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following  account,  though  mainly  based  on  Hyderabad,  is  true  with  minor  differ- 
ences of  all  ryotwari  areas.  The  ryotwari  system  contemplates  direct  dealings 
with  each  cultivating  individual  in  contrast  to  the  village  as  a  whole  in  the  mahal- 
wari  system.  The  two  prior  important  steps  in  tax  assessment  in  any  system  in 
the  Indo- Pakistan  subcontinent  are  (a)  land  survey  and  settlement,  and  (b)  soil 
classification.  We  shall  therefore  give  a  detailed  account  of  these. 

A.  Principles  of  Survey 

For  purposes  of  survey  the  unit  adopted  is  the  survey  number  which,  in  theory 
at  least,  is  a  field  capable  of  being  cultivated  by  one  pair  of  oxen.  If,  within  a  sur- 
vey number,  there  are  holdings  belonging  to  different  persons,  each  subdivision 
(known  as  Pot-number  in  Survey  parlance),  is  also  demarcated,  surveyed,  and 
mapped  separately  in  order  to  keep  the  rights  of  individuals  distinct.  To  prevent 
excessive  subdivision  of  survey  numbers  and  to  avoid  the  necessity  of  having  to 
map  minute  holdings,  it  has  been  ruled  that  subdivisions  below  a  certain  limit 
(which  Government  is  empowered  to  vary  in  different  tracts  and  for  different 
classes  of  land)  should  not  be  recognized,  except  with  the  sanction  of  the  Settle- 
ment Officer.  The  minimum  limit  at  present  fixed  is  one  acre  for  wet  and  eight 
acres  for  dry  cultivation.  This  rule,  however,  does  not  apply  to  the  subdivisions 
below  the  minimum  limit  which  may  have  already  been  recognized  prior  to  the 
passing  of  the  Revenue  Code  of  1908. 

As  a  result  of  the  rule  prohibiting  subdivisions  below  a  prescribed  minimum, 
the  survey  number  is  a  unit  for  mapping  and  account  purposes  only,  and  within  the 
survey  number  there  may  exist  several  rights  in  land  which  are  not  recognized 
for  purposes  of  Revenue  administration,  and  no  attempt  is  made  to  show  them  on 
the  survey  map  or  in  the  village  accounts.  In  fact,  registration  in  the  village  ac- 
counts is  evidence  of  liability  for  assessment,  but  does  not  prove  any  proprietary 
or  other  right  in  the  land.  For  this  purpose,  a  separate  Record  of  Rights  is  main- 
tained in  the  Bombay  Presidency  and  the  question  of  introducing  a  similar  record 
in  the  Nizam's  Dominions  was  considered  long  ago  but  has  been  adopted  only 
recently. 

B.  Method  of  Survey 

The  method  of  survey  generally  adopted  is  the  very  simple  chain  and  cross- 
staff  method.  Before  starting  the  survey  of  a  village  a  suitable  base-line  is  ranged, 
and  from  this  offsets  are  measured  to  the  several  boundary  marks  of  the  holdings 
to  be  mapped  with  the  chain  and  cross-staff.  There  is  no  limit  to  the  size  of  the 
offsets,  but  if  they  are  very  long,  or  if  any  point  or  points  are  inconveniently 
situated,  one  or  more  subsidiary  base-lines  may  be  run,  and  offsets  taken  with 
reference  to  them.  The  chain  employed  measures  33  feet,  and  the  unit  of  meas- 
urement is  the  acre.  In  the  earlier  days  of  the  Survey  Department  the  bigha  8/ 
divided  into  20  bams  was  adopted  as  the  unit  of  survey.  But  to  make  the  Revenue 
Survey  maps  correspond  with  the  Trigonometrical  Survey  maps,  the  bigha  was 
replaced  by  the  acre.  The  acre  is  subdivided  into  40  guntas  each,  each  gunta  being 
one  chain  square.  Subdivisions  of  a  gunta  are  represented  by  annas,  16  annas 
making  up  one  gunta. 

8/    The  old  Survey  Bigha  was  equal  to  29-3/4  Guntas,  or  very  nearly  3/4  of  an  acre. 
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It  will  be  seen  from  the  above  description  that  the  Revenue  Survey  in  the 
Nizam's  Dominions  does  not  ordinarily  attempt  anything  like  scientific  precision, 
nor  is  accuracy  in  topographical  details  aimed  at.  The  sole  object  is  to  secure  a 
basis  for  assessing  land  revenue,  the  methods  of  survey  having  been  made  as 
simple  as  possible,  even  at  the  sacrifice  of  scientific  accuracy.  Recently  the 
Settlement  Department  has  introduced  more  accurate  and  scientific  methods  of 
survey,  which,  though  expensive  in  initial  cost,  are  economical  in  the  long  run. 
Scientific  survey,  besides  improving  the  revenue  administration,  saves  much 
trouble  and  expense  at  the  time  of  revision.  It  has  now  become  a  common  rule  in 
India  to  connect  the  revenue  surveys  with  the  Great  Trigonometrical  Survey  trian- 
gulation,  and  to  adopt  the  system  of  theodolite  traversing  for  fixing  village  bounda- 
ries. This  system  was  first  adopted  in  Bombay,  and  has  later  been  introduced  in 
Hyderabad. 

C.      Soil  Classification 

The  object  of  soil  classification  is  to  determine  the  relative  fertility  of  indi- 
vidual fields  to  serve  as  a  guide  in  fixing  the  assessment.  Each  holding  is  exam- 
ined minutely  field  by  field  by  a  staff  of  subordinates,  called  classers,  in  accord- 
ance with  certain  fixed  principles  and  the  results,  which  are  carefully  noted,  are 
closely  supervised  by  experienced  officers  in  order  to  secure  a  uniform  standard 
of  valuation.  The  principles  adopted  are  mainly  those  laid  down  in  the  Joint  Survey 
Report  of  the  Bombay  Presidency  with  such  modifications  as  local  circumstances 
require.  The  relative  value  of  each  class  of  soil  is  expressed  in  annas  or  fractions 
of  a  rupee,  16  annas  representing  the  value  of  a  perfect  field,  from  which  deduc- 
tions are  made  for  faults,  both  constitutional  and  accidental,  which  affect  fertility. 
For  purposes   of  classification,  soils  are  divided  into  the  following  three  classes: 

(1)  Regar   soils,    which  occur  extensively  in  Marathwada,  and  are  eminently 
suited  and  used  for  raising  dry  crops; 

(2)  Chalka  soils  of  Telingana  used  for  raising  dry  crops; 

(3)  Wet  and  garden  lands. 

Each  of  the  above  three  classes  are  divided  into  two  grades,  (i)  fine  uniform 
black,  and  (ii)  coarser  red  or  greyish. 

There  is  a  fundamental  difference  in  the  methods  of  valuation  of  the  three 
classes  of  soils  mentioned  above.  In  the  case  of  soils  of  class  1,  depth  determines 
their  relative  value,  whereas  soils  of  classes  2  and  3  are  valued  according  to  the 
relative  proportions  of  clay  and  sand  in  them. 

Three  feet,  or  1-3/4  cubits,  is  the  maximum  depth  of  soil  which  it  is  necessary 
to  consider  from  the  agricultural  point  of  view,  and  a  depth  of  less  than  1/4  of  a 
cubit  renders  the  soil  unfit  for  cultivation.  Hence  the  grades  of  soils  of  the  first 
class  are  fixed  from  1-3/4  cubits  to  1/4  cubit,  there  being  a  difference  of  1/4 
cubit  in  the  depths  of  any  two  consecutive  grades.  Thus,  there  are  seven  sub- 
classes of  each  order  of  the  soils  of  Class  1;  viz.,  1-3/4,  1-1/2,  1-1/4,  1,  3/4, 
1/2,  and  1/4  cubits  deep.  The  best  subclass  in  the  first  order  is  relatively  valued 
as  one  whole  or  16  annas  in  the  rupee,  the  second  at  15  annas,  and  so  on  down  to 
the  lowest,  which  is  valued  at  three  annas.  The  best  subclass  in  the  second  order 
is  valued  at  15  annas  and  so  on  to  the  lowest  at  two  annas.  The  method  of  classi- 
fication will  be  clear  from  the  following  table: 
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Classification  of  Soils:      Class  1 


Relative 

First  order 

Second  order 

value 

"black" 

"red"  or  "grey" 

Subclass 

(in  annas) 

(Depth  in  cubits) 

(Depth  in  cubits) 

1 

16 

1-3/4 

_  _ 

2 

15 

1-1/2 

1-3/4 

3 

14 

1-1/4 

1-1/2 

4 

11 

1 

1-1/4 

5 

8 

3/4 

1 

6 

5 

1/2 

3/4 

7 

3 

1/4 

1/2 

8 

2 



1/4 

In  the  case  of  soils  of  Classes  2  and  3,  each  grade  is  divided  into  eight  sub- 
classes according  as  the  proportion  of  clay  is  3/4,  1/2,  1/4,  or  less  than  1/4  of 
the  whole.  The  relative  value  of  each  of  these  subclasses  will  be  evident  from  the 
following  table: 


Classification  of  Soils:      Classes  2  and  3 


Proportion 

of  Clay  in 

Wet  and  Garden  Land 

Dry  Chalk 

a  Land 

Relative 

First  order        Second  order 

First  order 

Second  order 

Sub- 

value 

"black"                      "red" 

"black" 

"red" 

class 

(in 

annas) 
16 

1 

3/4 

.. 

.. 

2 

15 

1/2                            3/4 

-- 

-- 

3 

14 

1/4                            1/2 

3/4 

-- 

4 

11    Lei 

3s  than  1/4                            1/4 

1/2 

3/4 

5 

8 

Less  than      1/4 

1/4 

1/2 

6 

5 

Less 

than  1/4 

1/4 

7 
8 

3 

__ 

Less 

than  1/4 

Fa 

LultS 

Affecting   Soils.    Besides   the   depth  of 

soil  or  admixture  of  sand  in  it 

which 

affec 

ts   the 

classification,   there  are  accidental  faults  which  further  depre- 

ciate  the  value  of  land.  Eight  such  faults  have  been  recognized,  which  are  indicated 
by  conventional  signs,  as  shown  in  the  following  table: 
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No. 


Recognized  Faults  in  Soils 


Fault 


1.  Chunkhad,  i.e.,  admixture  of  nodules  of  limestone 

2.  Gochu,  i.e.,  admixture  of  big  lumps  of  limestones 

3.  Utarwat,  i.e.,  sloping  surface  of  land 

4.  Walsar,  i.e.,  admixture  of  sand 

5.  Reswat,  i.e.,  want  of  cohesion  among  the  constituent  particles 

of  the  soil  owing  to  admixture  of  fine  sand 

6.  Dhupan,  i.e.,  exposure  to  scouring  from  flow  of  water  in  the 

rainy  season 

7.  Upalwat,  i.e.,  excessive  moisture  from  surface  springs 

8.  Kalar,  i.e.,  impermeability  to  water 


Conventional 
sign 


> 

/ 

V 

X 


A 


Each  of  the  above  faults  is  held  to  lower  the  valuation  of  any  soil  by  one  class, 
and  if  it  occurs  in  excess,  even  by  two  or  three  classes.  Sometimes  a  reduction  of 
one  class  may  be  made  on  account  of  the  effects  of  two  or  more  faults  put  together. 

Just  as  the  valuation  of  a  field  can  be  diminished  owing  to  presence  of  faults 
in  the  soil,  so  also  its  valuation  can  be  increased  if  the  soil  be  exceptionally 
productive,  but  in  any  case  the  valuation  cannot  exceed  20  annas. 

Procedure  in  Soil  Valuation.  To  determine  the  soil  value  of  a  field  it  is  divided 


into  a  number  of  compartments  depending  upon  its  area,  shape,  and  uniformity  or 
otherwise  of  the  soil.  When  the  soil  is  of  a  uniform  texture,  and  the  land  level,  a 
lesser  number  of  shares  or  compartments  is  necessary  than  when  the  soil  suddenly 
changes  from  one  order  to  another,  and  the  land  slopes  or  undulates.  In  any  case, 
at  least  two  compartments  have  to  be  made  however  small  the  field  may  be.  The 
number  of  compartments  into  which  a  field  is  to  be  divided  for  classification  is 
shown  below. 


Size  of  Field 

1  to  3  acres 

3  to  5  acres 

5  to  10  acres 

10  to  20  acres 

20  to  30  acres 

Over  30  acres 


Number  of 
Compartments 

3 
4 
6 
8 
10 
Compartments  of  3  acres  each 


The  soil  valuation  of  each  compartment  is  determined  on  the  principles  des- 
cribed above,  and  from  these  an  average  is  truck  which  is  taken  to  represent  the 
soil  value  of  the  field.  Thus  if  the  average  soil  value  of  a  field  works  out  at  10 
annas,  the  field  will  bear  ten- sixteenths  or  five-eighths  of  the  maximum  rate 
whatever  that  may  be  fixed  at. 
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In  the  case  of  irrigated  lands,  besides  their  soil  valuation  with  reference  to 
their  natural  unirrigated  aspect,  a  consideration  of  the  character  and  value  of  the 
means  of  irrigation  becomes  a  question  of  vital  importance  in  determining  the 
assessment.  Hence  the  irrigation  facilities  of  each  wet  field  are  minutely  consid- 
ered and  water-class  value  so  arrived  at  is  made  use  of  in  fixing  the  assessment. 

Besides  the  nature  and  depth  of  the  soil  and  facilities  for  irrigation,  other 
factors  such  as  distance  from  village-site  or  source  of  water  supply,  etc.,  are 
considered  and  allowed  for  in  determining  the  valuation.  In  fact,  every  factor  that 
is  likely  to  affect  the  productive  value  of  a  field  is  taken  into  account. 

D.      Principles  of  Assessment 

When  the  classification  is  completed  the  Settlement  Officer  has  before  him  full 
information  regarding  the  areas  of  the  several  fields  and  their  comparative  values 
according  to  a  definite  and  well-understood  scale.  With  the  help  of  these  and  other 
statistics  and  information  collected  during  the  progress  of  survey  and  classifica- 
tion work,  the  Settlement  Officer  is  in  a  position  to  propose  definite  rates  to  be 
applied  to  each  village. 

It  may  be  remarked  here  that  in  the  Bombay  system  of  settlement,  no  attempt 
is  made  to  determine  the  money  value  of  the  produce  of  a  field,  or  to  fix  the 
assessment  at  a  certain  fraction  of  the  net  assets.  The  basis  of  calculation  is,  in 
fact,  the  existing  or  former  rates  considered  with  reference  to  altered  circum- 
stances such  as  the  rise  or  fall  of  prices,  improvement  in  population,  means  of 
transport,  etc.  Unlike  the  Madras  system  there  has  never  been  any  attempt  in  the 
Bombay  system  to  fix  the  average  cost  of  cultivation  and,  by  deducting  the  latter 
from  the  former,  to  find  out  the  net  produce  and  then  to  fix  the  assessment  equal 
to  the  money  value  of  a  certain  percentage  of  the  net  produce  calculated  at  fair 
commutation  prices.  No  doubt  experiments  as  regards  out-turn  of  crops  are 
carried  out  by  the  Settlement  Officers,  but  the  only  use  made  of  them  is  to  check 
and  see  how,  at  known  prices,  they  would  afford  a  proper  margin  of  profit  to  the 
cultivator  after  paying  the  revenue.  To  quote  Mr.  Pedder,  who  was  a  Bombay 
Settlement  authority: 

"The  Bombay  method  is  avowedly  an  empirical  one.  When  a  tract 
(usually  a  taluka  or  subdivision  of  a  district)  comes  under  settlement  .  .  . 
its  revenue  history  for  the  preceding  thirty  or  more  years  is  carefully 
ascertained  and  tabulated  in  figured  statements  and  diagrams.  These 
show,  in  juxtaposition,  for  each  year  of  the  series,  the  amount  and  inci- 
dence of  the  assessment,  the  remissions  of  arrears,  the  ease  or  difficulty 
with  which  the  revenue  was  realized,  the  rainfall  and  nature  of  the  seasons, 
the  harvest  prices,  the  extension  or  decrease  of  cultivation,  and  how  these 
particulars  are  influenced  by  each  other;  the  effect  of  any  public  improve- 
ments, such  as  roads,  railways,  or  canals  and  markets  on  the  tract,  or 
on  parts  of  it,  is  estimated,  the  prices  for  which  land  is  sold,  or  the  rents 
for  which  it  is  let  are  ascertained.  Upon  a  consideration  of  all  these  data 
the  total  settlement-assessment  is  determined.  That  amount  is  then  appor- 
tioned pretty  much  in  the  same  way  on  the  different  villages  and  the  total 
assessment  of  each  village  is  then  distributed  over  its  assessable  fields 
in  accordance  with  the  classification  which  has  determined  their  relative 
values  in  point  of  soil,  water  supply,  and  situation." 
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The  principles  to  be  kept  in  view  and  the  details  to  be  considered  in  proposing 
rates  of  assessment  for  a  particular  tract  are  very  well  explained  in  the  following 
extract  from  the  Joint  Survey  Report  of  Bombay: 

".  .  .It  now  remains  for  us  to  point  out  what  we  deem  to  be  the  best 
mode  of  fixing  the  absolute  amount  of  assessment  to  be  so  distributed. 
The  first  question  for  consideration  is  the  extent  of  territory  for  which  a 
uniform  standard  of  assessment  should  be  fixed.  This  will  depend  upon  the 
influences  we  admit  into  consideration  with  a  view  to  determine  the  point. 
Among  the  most  important  of  these  influences  may  be  ranked  climate, 
position  with  respect  to  markets,  agricultural  skill,  and  the  actual  condi- 
tion of  the  cultivators.  The  first  of  these  may  be  considered  permanent; 
the  second  and  third  less  so,  and  the  fourth,  in  a  great  measure,  tempo- 
rary. And  as  our  settlements  are  intended  to  be  of  considerable*  duration, 
there  is  an  obvious  advantage  in  regulating  the  assessment  by  considera- 
tions of  a  permanent  character,  or  at  least  such  as  are  not  likely  to 
undergo  any  very  material  change  during  the  term  of  years  (generally 
thirty)  for  which  it  is  to  endure. 

"In  determining,  then,  upon  the  extent  of  country  to  be  assessed  at 
uniform  rates,  we  are  of  opinion  that  the  more  permanent  distinctions 
of  climate,  markets,  and  husbandry  should  receive  our  chief  attention. 
We  should  not  think  of  imposing  different  rates  of  assessment  on  a  tract 
of  country  similarly  situated  in  respect  of  these  three  points,  in  conse- 
quence of  the  actual  condition  of  the  cultivators  varying  in  different  parts 
of  it. 

"Each  Collectorate  being  divided  into  districts  (talukas),  of  which  the 
management  and  records  are  distinct,  it  is  an  obvious  advantage  to  con- 
sider the  assessment  of  each  of  these  divisions  separately.  And  were  the 
points  bearing  on  the  distribution  of  Government  demand  alike  in  all 
parts  of  any  such  division,  one  standard  of  assessment  would  be  suitable 
for  the  whole.  But  this  is  seldom  the  case,  and  there  is  usually  such 
marked  distinction  between  different  portions  of  the  same  district,  as  to 
require  the  assessment  to  be  regulated  with  reference  to  these.  The  first 
question,  then,  in  proceeding  to  the  assessment  of  a  district,  is  to  ascer- 
tain whether  such  distinctions  exist,  and  to  define  the  limits  over  which 
they  prevail.  This,  however,  will  seldom  be  a  task  of  much  difficulty  or 
involving  any  very  minute  investigation,  as  marked  differences  only, 
calling  for  an  alteration  in  the  rates  of  assessment,  require  notice,  and 
within  the  limits  of  a  single  district  3  to  4  classes  of  villages  would 
generally  be  found  ample  for  this  purpose. 

"The  relative  values  of  the  fields  of  each  village  having  been  deter- 
mined from  the  classification  of  soils,  the  command  of  water  for  irriga- 
tion or  other  extrinsic  circumstances,  and  the  villages  of  a  district 
arranged  into  groups  according  to  their  respective  advantages  of  climate, 
markets,  etc.,  it  only  remains,  in  order  to  complete  the  settlement,  to 
fix     the    absolute    amount    of    assessment    to    be    levied  from  the  whole. 

"The  determination  of  this  point  is,  perhaps,  the  most  important  and 
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difficult  operation  connected  with  the  survey  and  requires  beyond  all 
others  the  exercise  of  great  judgment  and  discrimination  on  the  part  of 
the  officer  on  whom  it  devolves.  The  first  requisite  is  to  obtain  a  clear 
understanding  of  the  nature  and  effects  of  our  past  management  of  the 
district,  which  will  be  best  arrived  at  by  an  examination  and  comparison 
of  the  annual  revenue  Settlement  as  of  any  previous  years  as  trustworthy 
data  may  be  procurable  for,  and  from  local  enquiries  of  the  people,  during 
the  progress  of  the  survey.  The  information  collected  on  the  subject  of 
past  revenue  settlements  should  be  so  arranged  as  to  enable  us  to  trace 
with  facility  the  mutual  influence  upon  each  other  of  the  assessments,  the 
collections,  and  the  cultivation.  This  in  our  opinion  can  best  be  done  by  the 
aid  of  diagrams,  constructed  so  as  to  exhibit  in  contiguous  columns,  by 
finer  proportions,  the  amount  and  fluctuations  of  the  assessment,  collec- 
tions, and  cultivation  for  each  of  the  years  to  which  they  relate,  so  as  to 
convey  to  the  mind  clear  and  definite  conceptions  of  the  subject,  such  as 
it  is  scarcely  possible  to  obtain  from  figured  statements,  even  after  the 
most  laborious  and  attentive  study.  The  information  to  be  embodied  in  the 
diagram  best  suited  for  our  purpose  should  be  restricted  to  the  land  of 
the  district  subject  to  the  full  assessment;  the  extent  of  this  cultivated 
in  each  year,  assessment  of  the  same,  and  the  proportion  of  the  assess- 
ment actually  realized. 

"Furthermore,  to  assist  in  tracing  the  causes  to  which  the  prosperity 
or  decline  of  villages  or  tracts  containing  several  villages  are  to  be 
attributed,  independent  statements  of  the  annual  revenue  settlements  of 
each  village  should  be  prepared;  and  from  these  again,  a  general  state- 
ment for  the  whole  district,  or  any  portion  of  it,  should  be  framed,  and  its 
accuracy  tested  by  a  comparison  with  the  general  accounts  of  the  taluka, 
and  from  the  returns  so  prepared  and  corrected,  the  diagrams  should 
finally  be  constructed.  The  nature  and  amount  of  the  various  items  of 
land-revenue  and  hags  (holdings  revenue-free  or  at  reduced  rates) 
excluded  from  the  diagram,  should  be  separately  noted  and  taken  into 
account  in  considering  the  financial  results  of  the  proposed  assessment. 

"And  finally  with  the  view  of  affording  the  fullest  information  on  this 
important  subject,  detailed  figured  statements  should  be  furnished, 
exhibiting  the  source  and  amount  of  every  item  of  revenue  hitherto  derived 
from  land  of  every  description,  whether  Government  or  alienated,  com- 
prised within  the  limits  of  the  villages  for  which  an  assessment  is  pro- 
posed. 

"The  information  thus  collected  and  exhibited  with  that  obtained  by 
local  enquiries  into  the  past  history  of  the  district,  will  generally  enable 
us  to  trace  the  causes  which  have  affected  its  past  condition;  and  a  know- 
ledge of  these,  aided  by  a  comparison  of  the  capabilities  of  the  district 
with  those  of  others  in  its  neighborhood,  will  lead  to  a  satisfactory 
conclusion  regarding  the  amount  of  assessment  to  be  imposed. 

"Butinsteadofa  particular  sum  at  which  a  district  should  be  assessed, 
it    amounts    to   the    same   thing   and   is   more  convenient  to  determine  the 
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rates  to  be  imposed  on  the  several  descriptions  of  soil  and  culture  con- 
tained within  its  limits,  so  as  to  produce  the  amount  in  question.  And  to 
do  this  it  is  only  requisite  to  fix  the  maximum  rates  for  the  different 
descriptions  of  cultivation  when,  of  course,  all  the  inferior  rates  will.be 
at  once   deducible   from  the  relative  values  of  our  classification  scales." 

After  the  maximum  rates  proposed  by  the  Settlement  Officer  are  approved  by 
the  Government,  assessments  for  each  individual  field  are  calculated  according  to 
the  classification  values.  The  assessments  so  arrived  at  are  announced  to  the 
ryots,  this  operation  being  known  as  Sunavni  or  Settlement  Jamabandi. 

Terms  of  Settlement.   The   settlement   so  introduced  is  fixed  for  a  number  of 


years,  the  periods  at  present  adopted  being  15  to  20  years  in  Telingana,  and  20 
years  in  Marathwada.  After  the  expiry  of  these  periods  the  Settlement  is  liable  to 
alteration  and  the  operation  is  known  as  Revision  of  Settlement. 

Annual  Remissions.  One  more  important  feature  of  the  system  of  Settlement 
obtaining  in  the  State  remains  to  be  noticed.  It  is  the  practice  of  granting  annual 
remissions  of  land  revenue  when  crops  fail  or  are  not  cultivated  owing  to  vicissi- 
tudes of  season.  Dry  lands  and  such  wet  lands  as  are  irrigated  from  wells  are,  as 
a  rule,  not  entitled  to  any  remission;  but  in  the  case  of  wet  lands  irrigated  by  flow 
from  artificial  irrigation  sources,  should  the  crop  fail,  or  the  ryot  not  be  able  to 
cultivate  his  field  owing  to  excess  or  defect  of  water,  breach  of  irrigation  source, 
or  any  other  similar  cause  beyond  his  control,  the  land  revenue  on  the  field  affected 
is  remitted  for  the  year.  This  practice  combined  with  the  freedom  given  to  the 
ryots  to  resign  lands  in  their  possession  or  to  take  up  fresh  lands  on  application, 
causes  variations  from  year  to  year  in  the  amounts  recoverable  from  individual 
Pattadars,  necessitating  a  detailed  inspection  of  the  holdings  during  the  cultivating 
season,  and  a  settlement  of  individual  accounts  at  the  close  of  the  agricultural 
year.  This  last  operation  is  known  as  Jamabandi  and  forms  a  peculiar  feature  of 
all  Ryotwari  Settlements.  The  time  of  carrying  out  this  annual  Settlement  is  the 
close  of  the  agricultural  year,  i.e.,  middle  of  April  to  middle  of  May.  It  is  at  this 
time  also  that  allcasesof  unauthorized  cultivation,  unauthorized  irrigation,  tempo- 
rary irrigation,  etc.,  are  brought  to  account  and  Government  demand  thereon  and 
penalties  to  be  levied  for  breach  of  Government  orders  are  decided  upon.  The  last 
day  fixed  by  Government  for  completing  Jamabandi  is  May  20th,  by  which  date  the 
Divisional  Officers  who  carry  out  the  Jamabandi  are  required  to  communicate 
the  net  result  of  the  Settlement  made  by  them  to  the  District  Talukdars,  Subedars, 
and  Government,  followed  by  a  detailed  report,  in  which,  besides  explaining  all 
variations  in  cultivation  and  the  amount  of  seasonal  remissions  necessitated  owing 
to  vicissitudes  of  season,  advantage  is  taken  of  the  opportunity  to  report  on  the 
general  administration  of  the  taluka.  9/ 

Re-survey  and  Reclassification.  As  has  been  already  stated,  the  periods  of 
settlements  vary  from  15  to  20  years.  After  the  period  of  the  first  Settlement 
expires  the  tract  concerned  is  re-settled.  The  principles  observed  at  resettlement 
are  as  follows: 

9/      The  Jamabandi   report  (a   roll   showing  revenue  dues  in  a  village)  is  not  pre- 
pared separately  for  each  village,  but  for  a  whole  Taluka. 
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Unless  the  original  survey  records  are  found  to  be  defective,  and  great  dis- 
crepancies are  discovered  in  the  areas  of  villages  and  fields,  no  general  re- survey 
is  carried  out  at  resettlements.  A  variation  in  area  of  up  to  5  per  cent  is  disre- 
garded. 

As  several  material  changes  have  been  introduced  in  the  principles  and 
methods  of  classification  since  the  first  classification  was  carried  out,  a  reclas- 
sification field  by  field  is  carried  out  wherever  the  Settlement  Officer  thinks  it 
necessary.  In  other  cases  mere  inspection  (Pahani)of  the  fields  is  carried  out  and 
all  changes  and  mutations  affecting  classification  are  noted. 

Portions  of  survey  numbers  which  at  the  original  settlement  were  thought 
to  be  uncultivable,  and  were  left  out  of  classification  and  included  under  the  head 
Pot-Kharab,  are  examined  and  only  such  areas  are  allowed  to  remain  as  Pot- 
Kharab  from  which  the  cultivator  cannot  derive  any  benefit;  the  rest  is  included 
in  the  cultivable  area,  and  classified  and  assessed. 

Assessment  on  Revision.  As  regards  increase  in  the  assessment  at  the  time 
of  Revision,  the  important  principle  has  been  laid  down  that  if,  since  the  introduc- 
tion of  the  first  Settlement,  a  landholder  has  improved  his  land  himself  or  at  his 
own  cost,  such  improvements  shall  not  be  taxed  at  subsequent  resettlements  by  an 
increase  in  assessment.  The  assessment  is  increased  only  with  reference  to  the 
general  rise  in  the  value  of  land  due  to  rise  in  prices,  or  to  improvements  carried 
out  at  Government  expense,  such  as  the  construction  of  new  irrigation  sources,  or 
new  means  of  transport. 

There  is  no  limit  at  present  to  the  amount  of  increase  that  may  be  made  at 
resettlement;  but  if  the  total  increase  on  all  the  holdings  of  any  individual  Pattadar 
amounts  to  more  than  50  per  cent  of  the  pre-revision  assessment,  then  the  increase 
is  levied  at  the  rate  of  not  more  than  50  per  cent  during  every  period  of  five  years 
after  I  Revision,  excepting  the  last  period  before  expiry  of  the  term  of  Revision, 
when  full  assessment  is  levied  even  if  the  increment  for  the  period  be  more  than  50 
per  cent.  For  instance,  if  the  total  assessment  on  all  the  holdings  of  a  Pattadar  is 
Rs  200  prior  to  Revision,  and  at  Revision  it  is  increased  to  Rs  500,  and  the  period 
is  fixed  at  15  years,  then  during  the  first  five  years  after  Revision  only  Rs  300 
will  be  levied  from  the  Pattadar,  and  during  the  next  5  years  Rs  400,  and  from  the 
10th  to  the  15th  year  full  assessment  of  Rs  500  although  the  increment  during  the 
period,   viz.,    Rs    150,   is   more   than  50  per  cent  of  the  pre-Revision  assessment. 

E.      Rate  of  Assessment 

In  theory  at  least,  the  State  in  the  Ryotwari  areas  claims  to  be  the  owner  of 
the  land  and  the  position  of  the  Pattadars  is  that  of  hereditary  tenants.  Therefore, 
it  has  the  right  to  claim  its  share  as  a  landlord.  According  to  the  ancient  custom- 
ary rights  the  landlord  can  claim  half  the  share  of  the  gross  produce.  However, 
in  practice,  the  State  has  seldom  exercised  this  privilege.  The  ownership  of  land, 
in  practice  at  least,  rests  in  Pattadars  and  as  long  as  they  continue  to  pay  the 
State's  share,  which  is  determined  at  the  time  of  settlement,  they  are  free  to  enjoy 
the  fruits  of  their  toil.  The  State,  in  practice,  does  not  claim  its  full  share  of 
revenue  to  which  it  is  legally  entitled.  According  to  the  revenue  rules,  the  State 
is   entitled   to    50   per  cent  of  net  produce  as  its  share  of  revenue.  But  it  is  only  in 
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exceptional  cases  that  this  amount  is  claimed  by  the  State.  Ordinarily,  the  share  of 
the  State  is  between  25  to  33  percent  of  the  total  net  revenue.  The  average  rate  of 
assessment  in  Hyderabad  is  comparatively  light  as  compared  with  adjacent  areas. 

The  average  assessments  per  acre  in  Marathwada  in  1940-41  worked  out  at 
Rs  1-1-10  for  dry  and  Rs  5-13-8  for  wet  land  against  Rs  0-14-6  and  Rs  12-6-9 
respectively  in  the  Telingana.  The  highest  average  assessment  per  acre  in 
Marathwada  for  dry  land  was  Rs  1-9-4  (in  the  Nanded  District)  while  in  the  Telin- 
gana the  highest  average  assessment  per  acre  for  dry  land  was  Rs  1-5-11  (in  the 
Medak  District)  and  for  wet  land  ("do  fasla")  was  Rs  18- 12-2  (in  the  Nizamabad 
District).  The  average  rate  for  garden  crops  was  about  Rs  6-8-0. 

F.  Suspension  and  Remission  of  Revenue 

Though  the  assessment  is  fixed  with  reference  to  average  seasons  and  condi- 
tions during  the  period  of  the  settlement,  exceptional  disasters,  widespread  or  local, 
such  as  floods  ,  blight,  total  failure  of  rains  or  of  other  sources  of  irrigation,  or 
collapse  of  prices  of  agricultural  produce,  etc.,  are  apt  to  upset  all  calculations, 
even  assuming  that  the  agriculturist  has  the  will  and  the  power  to  utilize  a  good 
harvest  as  an  insurance  against  a  bad  year,  which  is  rarely  the  case.  In  these 
circumstances,  relief  graduated  according  to  the  degree  of  crop  failure  is  neces- 
sary and  may  take  the  form  of  suspension  or  remission  (partial  or  complete).  The 
suspended  revenue  may  be  recovered  or  remitted  according  to  the  nature  of  the 
succeeding  harvest.  Remission,  partial  or  complete,  is  granted  in  the  case  of 
continued  failure  of  crops  over  more  than  one  year. 

The  Government  of  Hyderabad,  for  instance,  follows  a  liberal  policy  as 
regards  the  granting  of  exemptions  for  the  payment  of  revenue  or  if  the  bonafides 
of  the  cases  can  be  adequately  proved,  partial  or  total  remissions.  Remissions 
are  generally  not  granted  for  dry  lands.  In  1941-42  remissions  were  granted  to 
the  extent  of  Rs 2,47,396  inMarathwada,  Rs4, 90, 953 in  Karnatic,  and  Rs  84,23,286 
in  Telingana,  totalling  Rs  91,61,635,  or  25.49  per  cent  of  the  assessment. 

G.  Burden  of  Land  Revenue 


The  total  number  of  Pattadars  in  Hyderabad,  including  the  Pattadars  in  non- 
Khalsa  lands,  is  approximately  estimated  at  950,155.  Out  of  them,  25.7  per  cent 
pay  land  revenue  of  less  than  Rs  10;  18.4  per  cent  pay  less  than  Rs  20;  10  per  cent 
pay  Rs  20  to  Rs  25;  20.2  per  cent  pay  between  Rs  25  and  Rs  50;  and  13.9  per  cent 
pay  from  Rs  50  to  Rs  100.  The  percentage  of  Pattadars  paying  land  revenue  over 
Rs  500  is  only  0.8.  This  shows  that  a  very  large  majority  of  our  cultivators  -- 
88.2  per  cent  --  pay  a  land  revenue  of  less  than  Rs  100. 

The  Punjab  Land  Revenue  Committee  estimated  that  during  the  years  1936-3  8 
the  land  revenue  worked  out  at  about  Rs  1-9-2  per  acre.  Table  1  shows  the  inci- 
dence of  land  revenue  from  the  beginning  of  this  century  to  1939  in  some  provinces 
of  undivided  India.  Information  for  Pakistan  is  given  in  Table  2. 

It  should  be  noted  that  the  rates  of  incidence  of  land  revenue  which  we  have 
given  in  the  accompanying  tables  do  not  include  any  cesses  for  the  use  of  the 
local  governments  or  water  rates  levied  on  irrigated  lands. 
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Table  2.      Incidence  of  Land  Revenue  Assessment  in  Pakistan 
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8.  STRUCTURE  AND  TAXATION  OF  AGRICULTURE  IN  CHINA 

By  Joseph   N.   Froomkin 
International   Program   in  Taxation,   Harvard  Law   School 


I.  Agrarian  Structure 


A.   Land  and  Population 


The  great  expanse  of  China,  the  wide  climatic  variations,  and  differences 
in  rainfall  and  soil  structure  make  generalizations  about  agrarian  conditions 
extremely  hazardous.  In  broad  outline  the  following  description  may  be  under- 
taken of  Chinese  agricultural  areas:- 

(a)  grazing  land:  the  plateau  and  steppes  in  the  extreme  west  and  extreme 
north,  where  there  is  very  little  cultivation. 

(b)  farming  land:  elsewhere  in  China,  which  may  be  subdivided  into  four 
regions:  1/ 

(1)  The  Spring  Wheat  Region  -  which  extends  through  the  Northeast  and 
south  of  the  Northwest  of  China.  Only  one  crop  a  year  is  grown  there. 

(2)  The  Winter  Wheat  Region  -  which  extends  over  North  Central  China. 
Winter  wheat  and  such  supplementary  crops  as  barley,  kaoliang,  millet, 
corn,  cotton,  tobacco,  peanuts,  beans  and  sweet  potatoes  are  grown  in 
this  region. 

(3)  The  Wheat  and  Rice  Region  -  This  stretches  over  the  main  part  of 
Central  China.  Rice  is  the  principal  summer  crop,  and  wheat  is 
grown  in  winter. 

(4)  The  Rice  Region  -  which  covers  most  of  South  China.  Two  rice  crops 
a  year  are  grown  there  as  a  rule. 


1/    China  Handbook,   1951  (Taipeh,  Taiwan,   1951),  p.  19. 
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Statistics  on  22  out  of  28  Chinese  provinces  show  variations  in  the  per- 
centage of  cultivated  land  in  relation  to  total  area  from  5  per  cent  in  the  steppe 
region  to  a  high  of  51.8  percent  in  Kiangsu.  The  average  and  medium  percentages 
for  the  sample  were  13.2  and  13.5,  respectively.  In  general,  the  density  of  pop- 
ulation and  the  intensity  of  culture  increase  from  north  to  south. 

The  population  of  the  country  is  believed  to  be  between  500  million  and  650 
million  persons,  approximately  80  per  cent  of  whom  are  engaged  in  agricultural 
pursuits.  Partial  returns  from  a  census  of  the  population  conducted  lately  by  the 
Communist  regime  have  placed  the  rural  population  of  China  alone  at  470  million, 
which  would  indicate  that  the  population  of  mainland  China  is  nearer  to  the  higher 
figure. 

The  main  agricultural  products  of  China  are  rice,  wheat,  barley,  sweet 
potatoes,  and  kaoliang  (soghum).  Other  important  crops  are  millet,  corn,  and  soy 
beans.  The  production  of  unhusked  rice  prior  to  1937  was  estimated  at  50  million 
metric  tons  annually,  that  of  wheat  and  barley  at  30  million  tons.  Some  20  million 
tons  of  sweet  potatoes  were  also  grown,  mostly  as  an  additional  culture  in  the 
South,  while  millet,  corn  and  soy  beans,  the  secondary  crops  of  the  North,  were 
estimated  at  7  million  tons  per  year. 

B.   Land  Tenure  in  China 

Vested  rights  in  land  and  private  property  rights  date  in  China  from  the 
third  century  of  the  Christian  Era.  Until  the  recent  change  in  government,  land 
ownership  in  China  could  be  divided  into:  (a)  land  owned  by  individuals,  which 
constituted  the  major  part  of  the  cultivated  land;  (b)  land  owned  by  groups  of 
persons,  such  as  clans  in  Southern  China,  or  associations  in  North  China;  (c) 
land  owned  by  institutions,  such  as  temples,  or  eleemosynary  institutions;  (d) 
government  land,  usually  waste  land;  (e)  land  owned  by  minorities,  such  as  Mon- 
gols; and  finally,  (f)  land  given  for  cultivation  to  soldiers,  usually  newly  re- 
claimed land. 

1.    Extent  of  Tenancy 

Since  no  complete  population  census  has  ever  been  conducted  in  China,  there 
are  no  precise  statistics  about  the  ratio  of  owner-cultivators  to  the  farm  house- 
holds. Two  estimates,  the  first  dating  from  the  middle  twenties  of  this  century, 
the  second  from  1946,  are  presented  here  to  show  the  consensus  of  opinion  on  the 
extent  of  tenancy  in  China.    The  first  estimate  states: 

"Tenancy  varies  in  different  sections  of  the  country  all  the  way  from  one 
hundred  per  cent  owners  who  operate  their  own  farms,  to  one  hundred 
per  cent  tenants.  In  general,  tenancy  is  much  more  prevalent  in  the  Hwai 
river  basin  and  south  to  Canton  than  it  is  in  North  China.  .  .A  fairly  safe 
generalization  for  the  whole  country  could  be  made  by  stating  that  probably 
at  least  one  half  of  the  farmers  own  the  farms  they  work,  one  quarter  rent 
some  land  in  addition  to  that  which  they  own  and  work,  and  the  other  one 
quarter  rent  all  the  land  they  work. "2/ 

2/  Buck,  J.  Lossing,  Farm  Ownership  and  Tenancy  in  China  (Shanghai,  undated). 
Professor  Buck  stated  elsewhere  that  five  surveys  showed  a  variation  of 
percentage  of  owners  from  47  to  63  per  cent,  of  part-owners  from  17  to  29 
per  cent,  of  tenants  from  17  to  29  per  cent.  "Facts  and  theories  about  China's 
land,"  Foreign  Affairs  (October  1949). 
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The  National  Agricultural  Research  Bureau  of  the  Republic  of  China  esti- 
mated that  60  per  cent  of  the  farmers  in  China,  as  of  1947,  were  either  wholly 
tenants  (35  per  cent)  or  partially  tenants  (25  per  cent)  and  that  40  per  cent  were 
owner -cultivators.  3/ 

2.  Average  Size  of  Farms 

As  can  be  seen  from  these  figures,  the  extent  of  tenancy  in  China  was  not 
too  great,  and  compares  favorably  with  such  countries  as  Great  Britain,  Japan 
or  Germany.  Yet  the  figures  on  land  distribution  do  not  begin  to  tell  the  story  of 
the  land  hunger  of  the  Chinese  peasant.  The  average  size  of  the  Chinese  farm  is 
exceptionally  small.  A  survey  conducted  in  the  1920's  covering  2,866  farms  in  17 
localities,  seven  provinces,  in  China,  showed  that  the  median  size  of  a  farm  in 
North  China  was  a  little  over  an  acre,  and  in  East  Central  China  was  about  .85 
of  an  acre. 4/  The  National  Agricultural  Bureau  gave  the  average  size  of  the  farm 
as  17  shih-mau,  or  between  .6  and  .7  of  an  acre. 5/ 

3.  Relationships  Between  Cultivators  and  Landlords 

This  land  hunger  could  not  but  give  rise  to  a  complicated  and  unsatisfactory 
relationship  between  the  cultivators  and  the  landlords.  The  majority  of  the  tenants 
did  not  have  long  leases  on  their  land,  though  many  of  them  tilled  the  same  plot 
for  years.  Two  types  of  land,  that  belonging  to  minority  tribes,  sometimes  called 
banner  land,  and  that  given  to  soldiers,  could  not  be  rented,  and  only  the  lands 
owned  by  landlords  and  institutions  were  leased.  Part  of  the  landlords,  with  the 
proportion  varying  from  province  to  province,  were  resident  landlords,  who  also  at 
times  cultivated  part  of  their  parcels.  Others  were  absentee-landlords,  who  either 
leased  their  land  on  long  term  leases,  to  be  subleased  to  cultivators  on  annual 
leases  by  middlemen,  or  employed  overseers  -  compradores  -  to  administer  their 
estates.  In  general,  the  relationship  of  the  cultivator  was  much  more  satisfac- 
tory with  resident  landlords.  Generally  the  rents  charged  by  resident  landlords 
were  lower,  since  the  middlemen  and  the  compradore  were  interested  in  getting 
as  much  out  of  the  peasants  as  possible  to  supplement  whatever  margin  of  profit 
was  allowed  to  them  by  the  absentee  proprietor.  The  compradores  often  engaged 
in  extortions  from  farmers.  The  resident  landlord,  on  the  other  hand,  was  often 
limited  in  his  rent  demands  by  customs  of  the  district. 

The  land  hunger  in  China  was  evidenced  by  peculiarities  of  the  land  tenure 
system  found  in  some  areas.  Rights  to  collect  rent,  i.e.,  the  ownership  of  the  land, 
and  the  right  to  cultivate  land  were  both  negotiable  interests.  This  practice  was 
restricted  to  the  better  grade  land  in  a  district. 

3/  Directorate  of  Statistics,  Ministry  of  Accounts,  Budgets  and  Statistics,  Statis- 
tical Yearbook  of  the  Republic  of  China  (June  1948),  quoted  in  United  Nations, 
Economic  Development  of  Underdeveloped  Countries,  Land  Reform,  Defects 
in  Agrarian  Structure  as  Obstacles  to  Economic  Development,  Report  by  the 
Secretary- General  under  General  Assembly  Resolution  401  (V),  Thirteenth 
Session,  C/2003,  p.  72. 

4/    Buck,  J.  Lossing,  Chinese  Farm  Economy  (Chicago,   1930). 

5/    Quoted  in  China  Handbook,   1951,  op.  cit.,  p.  547. 
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The  diversity  and,  at  the  same  time,  the  poverty  of  the  Chinese  agri- 
cultural sector  can  be  deduced  from  the  prevalence  of  rent  payments  in  kind. 
The  main  types  of  rents  charged  were:  share  rent,  the  payment  of  a  certain  fraction 
of  a  crop;  cash  rent,  the  annual  payment  of  a  given  sum  of  money;  crop  rent,  the 
payment  of  a  definite  amount  of  one  or  more  crops  produced  on  the  farm;  cash- 
crop  rent,  the  cash  value  of  the  arrangement  under  crop  rent. 

4.   Land  Reform 

The  People's  Republic  of  China  has  promulgated  a  law  to  abolish  land- 
lordism as  such.  The  land  of  persons  who  did  not  cultivate  it  themselves  was 
expropriated  in  the  path  of  the  communist  advance,  and  formal  regulations  for 
its  confiscation  were  made  by  the  Agrarian  Reform  Law  of  the  People's  Republic 
of  China. 6/  The  law  originally  affected  landlords  only,  and  not  rich  peasants. 7/ 
It  was  thus  aimed  at  a  partial  redistribution  of  land  and  the  abolition  of  rent, 
rather  than  an  equalization  of  landholdings  throughout  the  country. 

To  summarize,  during  the  past  few  centuries  Chinese  agriculture  has  been 
characterized  by  land  hunger.  Up  until  recently,  the  peasantry  was  equally 
divided  between  owner-cultivators  and  tenants.  The  latest  rebrm  measures  on  the 
mainland  have  done  away  with  the  landlords,  but  not  equalized  landholdings  over 
all  of  China.  This  is  especially  true  since  the  land  redistribution  was  carried  out 
district  by  district,  not  province  or  country  wide. 

The  land  reform  which  ended  in  1952  is  probably  only  an  intermediate  step 
in  the  communist  farm  program.  Information  from  China  indicates  that  collec- 
tivization of  farms  is  contemplated  under  a  five-year  plan  which  is  to  come  into 
operation  in  1954.8/  Even  before  the  announcement  of  this  policy  there  were 
indications  that  efforts  were  made  by  local  authorities  to  equalize  landholdings 
by  discriminatory  measures  directed  against  the  larger  peasant-cultivators,  the 
so-called  rich  peasants. 

According  to  information  from  official  sources  emanating  from  the  People's 
Republic,  even  before  the  promulgation  of  the  Reform  Law,  36  per  cent  of  the  total 
rural  population  of  China  had  already  been  affected  by  land  redistribution.  As  of 
1951  land  reform  had  been  carried  out  in  areas  affecting  75  per  cent  of  the  total 
population,  some  310  million  peasants.  The  land  reform  was  essentially  completed 
by  1952.  Approximately  15  million  hectares  of  land  have  been  redistributed  by  the 
communists.  Figures  on  the  extent  of  the  land  reform  area  by  area  indicate  that 
755,000  hectares  were  redistributed  to  1,300,000  landless  and  land-poor  peasants  in 
North  China,  that  60  million  peasants  belonging  to  the  same  class  shared  in 
7,333,000  hectares  in  East  China,  and  that  some  1,066,000  hectares  were  divided 
among  7.5  million  persons  in  the  Northwest. 


6/  The  Agrarian  Reform  Law  of  the  People's  Republic  of  China  (Peiking,  1950). 
Tribal  lands  belonging  to  minorities  were  specifically  exempt  from  redis- 
tribution. (See  Art.  36). 

7/    "Current    achievements    in    China, "    People's   China,    Vol.   IV,    No.  7  (October 

~     1941),  p.  13. 

8/    "Red     China     Adopts     5-year     Planf"      New     York    Times  ( January  12,     1954). 
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A  different  approach  to  bettering  the  conditions  of  the  peasants  has  been 
under  way  in  the  island  of  Taiwan,  where  the  government  of  the  Republic  of  China 
has  instituted  a  compulsory  rent  reduction  program.  Rents  in  Taiwan  were 
reduced  by  25  per  cent  in  the  course  of  the  past  few  years.  The  maximum  rate 
of  rent  payments  there  is  limited  now  to  37  1/2  per  cent  of  the  crop,  as  compared 
to  50  per  cent  before  the  reform. 

II.  Taxation  of  Agriculture 

The  structure  of  the  revenue  system  in  China  changed  considerably  under  the 
Chinese  Republic.  Under  the  Manchu  regime  and  the  dynastic  kingdoms,  the  mainstay 
of  the  tax  system  had  been  the  land  tax,  the  grain  tribute,  and  the  salt  tax.  The 
government  of  the  Republic  of  China  relied  increasingly  on  custom  levies,  which 
accounted  for  half  and  more  of  the  total  tax  revenue;  the  salt  tax,  which  contributed 
from  one -fifth  to  one-third  of  the  total  tax  receipts;  and  excises,  which  were 
responsible  for  some  ten  per  cent  of  the  total  tax  revenue  in  the  late  thirties. 
In  the  1920's  and  early  1930's,  a  mainstay  of  the  Chinese  revenue  system, 
generally  equalling  in  importance  the  salt  tax,  was  the  likin,  or  internal  transit 
duties.  These  were  abolished  in  1932.  Personal  income  taxes  have  not  played  an 
important  role  in  the  Chinese  tax  system. 

During  the  war,  the  government  of  the  Republic  of  China  returned  to  itself 
the  right  to  share  in  the  revenue  of  the  land  tax.  As  custom  duties  dwindled  into 
insignificance  because  of  the  Japanese  domination  of  the  seaboard,  the  land  tax 
devolving  to  the  Central  government  accounted  for  over  half  of  the  revenue  in 
some  years.  The  reliance  on  the  land  tax  was  continued  by  the  People's  Republic 
of  China.  The  land  tax  contributed  one-third  of  tax  revenue  in  1950  on  the  main- 
land, and  as  collection  of  urban  taxes  increased,  its  importance  in  government 
receipts,    while    increasing   in  absolute   amount,   declined  to    12  per  cent  in  1952. 

A.   The  Land  Tax 

Taxes  on  land  in  China  are  based  on  the  produce  of  the  land.  The  first 
authentic  record  of  a  land  tax  imposed  in  China  dates  from  4000  B.C.,  at  which 
time  the  Emperor  Yu  ordered  a  rudimentary  cadastre  of  the  land  in  the  kingdom. 
He  decreed  that  the  land  be  classified  into  three  categories,  according  to  producti- 
vity, and  that  a  10  per  cent  tax  from  the  produce  be  paid  in  kind  into  the  imperial 
treasury.  Assessment  based  on  this  type  of  cadastre  and  similar  rates  was  in 
force  in  China  till  very  recent  time. 

During  the  interim,  there  were  changes  in  the  assessment  and  the  rates  of 
the  taxes.  During  the  Yin  dynasty  (1766-1122  B.C.),  the  government  tax  on  land 
consisted  of  collecting  the  produce  of  a  public  field  cultivated  by  eight  landholders, 
and,  in  effect,  amounted  to  one-ninth  of  the  produce  of  agriculture.  The  succeeding 
Chou  dynasty  (1122-221  B.C.)  abolished  the  institution  of  the  public  field,  but 
kept  the  rate  at  one-ninth  of  the  produce.  The  minimum  rate  of  the  land  tax, 
during  succeeding  dynasties,  was  one-thirteenth  of  the  produce. 

During  the  eighth  century  of  the  Christian  Era,  China  experimented  with 
the  idea  of  a  single  tax  on  land,  at  which  time  a  census  of  the  population  class- 
ified  the   Chinese   according   to   age,    residence,   and  wealth.   All  other  taxes  were 
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tied  to  the  land  tax,  either  in  the  form  of  surtaxes  to  the  original  assessment 
or  payments  instead  of  the  land  tax.  For  example,  a  tax  of  one  thirtieth  of  the 
profits  of  persons  not  engaged  in  agriculture  was  collected  from  the  urban 
population,  and  was  known  as  a  levy  in  lieu  of  the  land  tax.  The  same  period  also 
witnessed  the  beginning  of  the  collection  of  the  land  tax  twice  a  year,  a  practice 
which  is  revived  every  time  the  land  tax  becomes  a  cornerstone  of  the  tax  system. 

Land  taxes  in  ancient  China  were  collected  in  kind.  The  land  tax  itself 
started  to  be  collected  in  money  in  1580  A.D.  Notwithstanding  this,  some  taxes 
continued  to  be  collected  in  grain.  These  were  known  as  the  "grain  tribute," 
a  contribution  from  certain  districts  to  maintain  the  court  in  Peiking.  Until  1911, 
this  grain  tribute  was  the  second  most  important  levy  by  the  central  government. 
These  taxes  contributed  the  major  part  of  central  government  of  China  until  the 
20th  century. 9/ 

The  overthrow  of  the  Manchu  regime  did  not  affect  materially  the  tax  system 
for  some  time.  Although,  theoretically,  the  tax  system  under  the  Republic  was 
supposed  to  have  been  greatly  centralized,  provincial  leaders  and  warlords  were 
in  the  habit  of  withholding  a  large  part  of  the  revenue  collected  in  the  areas 
under  their  control  as  had  been  done  under  the  Manchus.  The  collection  of  the 
taxes  was  left  largely  in  the  hands  of  provincial  authorities,  and  there  is  no  record 
of  a  complete  cadastre  undertaken  during  that  period. 

The  land  was  divided  into  three  categories,  according  to  quality,  but  due  to 
unwillingness  of  farmers  to  acknowledge  that  their  land  is  of  top  quality,  the 
majority  of  the  land  is  that  of  the  second  or  average  category.  The  following  is 
an  excerpt  from  a  survey  of  peasant  budgets  in  the  northwestern  part  of  China, 
Manchuria,  in  the  1920's.  It  describes  the  kind  of  taxes  paid  by  peasants  and  their 
method  of  assessment:  10/ 

l)  In  Hailuan  province  the  rate  for  second  category  land  (since  there  is 
no  first  category  land  at  all)  is  CS$  (Chinese  silver  dollar)  35  cents  per 
shan  (one  shan  =  .2  of  an  acre),  and  that  of  third  category,  20  cents;  2)  in 
Girin  province  ..  [the  rates  are  the  same]  .  In  addition  to  these  taxes  are 
certain  surcharges:  l)  the  san-fei.  or  three-purpose  fee,  2  and  3  cents  in 
Heilung  and  Girin  provinces,  respectively;  2)  ching  jen  fei,  or  tax  for  the 
cost  of  the  collection  of  taxes,  equivalent  to  a  three  per  cent  of  the  two 
taxes  above;  and  3)  the  chung  fei,  or  the  war  tax,  60  cents  per  shan  from 
second  category  land,  and  30  cents  from  third  category  land.  This  tax  is 
temporary  for  two  years. 

In  addition,   a   number  of  local  taxes  were  imposed:  a  police  tax;  education 


9/  The  historical  description  is  based  on  Tao,  Alfred,  A  Study  of  Tax  Structure 
in  China,  University  Press,  National  Peiking  University  (Peiking,  China,  1946), 
passim. 

10/Yashnov,   E.  E.,    Kitaiskoe   Krestyanskoe   Khozaistvo   v   Severnoi       Manchurii 
(Harbin,    1926),  ch.  IX,  esp.  p.  340. 
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tax;  self  protection  tax  (for  the  organization  of  militia  for  the  protection  against 
bandits);  and  a  general  purpose  surcharge,  the  purpose  of  which  was  not  clear, 
and  which  allegedly  went  to  the  provincial  militia  or  the  government. 

The  share  of  the  direct  taxes  of  cultivators  ranged  from  3  to  10  per  cent  of 
total  family  income.  Another  budget  study  of  Chinese  farmers  conducted  during 
the  same  period  in  a  number  of  various  localities  of  China  showed  that  the  average 
burden  of  direct  taxes  on  the  total  family  earnings  of  a  Chinese  farm  family  was 
approximately    5    per    cent    of  the   total  earnings  (including  imputed  income).  11/ 

In  1928,  the  land  tax  was  completely  allocated  to  the  provinces.  This  does 
not  mean  that  the  rates  of  collection  of  the  land  tax  declined  during  that  period. 
A  number  of  provincial  governments  kept  their  own  militia,  and  the  level  of  ex- 
penditures of  this  layer  of  government  was  quite  important.  An  authority  on  the 
subject  of  Chinese  agriculture  claims  that  during  the  depression,  at  which  time  the 
price  of  produce  declined,  taxes  in  money  terms  doubled  in  certain  areas  of  Southern 
China. 12/  The  propensity  of  a  number  of  provincial  governors  to  collect  the  tax 
years  in  advance  complicates  the  appraisal  of  effective  rates  of  land  taxes  during 
this  period. 

Part  of  the  proceeds  of  the  land  tax  reverted  to  the  central  government  in 
July  1941.  This  was  an  important  step  in  reallocating  the  tax  burden  to  the  rural 
population.  The  whole  of  the  tax,  though,  was  collected  by  central  government 
collectors  from  that  time  until  the  end  of  the  effective  control  of  the  mainland  by 
the  government  of  the  Republic  of  China.  Tax  bureaus  were  established  in  every 
small  administrative  unit.  The  tax  was  collected  in  kind  at  the  rate  of  one  fifth  of 
a  picul  of  unhusked  rice  (l  picul  =  .05  metric  ton)  for  every  dollar  of  the  tax  paid 
in  money  before  the  war.  Equivalency  rates  were  similarly  adjusted  for  other 
crops,  such  as  cotton,  wheat,  etc. 

The  proceeds  of  this  tax  were  divided  between  local,  provincial  and  central 
governments  in  the  ratio  of  five  to  two  to  three.  Later,  the  central  government 
inaugurated  a  system  of  compulsory  purchases  of  farm  produce,  paying  70%  of 
the  cost  of  these  with  certificates,  which  could  be  tendered  for  taxes.  According 
to  official  reports,  the  system  of  collection  and  administration  was  quite  satis- 
factory. The  tax  was  the  most  important  single  source  of  revenue  for  the  govern- 
ment during  a  number  of  the  war  years. 

In  Taiwan,  the  land  tax  has  been  given  back  to  the  provincial  governments. 
It  is  still  collected  according  to  the  wartime  method  of  assessment:  a  given 
quantity  of  rice  or  other  commodities,  or  its  equivalent  in  money,  per  dollar 
value  of  the  prewar  assessment. 

A  "land  value  increment  tax"  applicable  to  both  urban  and  rural  property  is 
on  the  statute  books,  but  has  not  been  applied  as  yet.  It  provides  for  the  taxation  of 
increments  in  land  value  every  ten  years. 


11/    Buck,  Chinese  Farm  Economy,  op.  cit.,  p.  75. 

12/    Chen   Han-seng,    Landlord  and  Peasant  in  China  (New  York,   1936),  pp.  82,  135 
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The  taxation  of  the  agricultural  sector  was  greatly  changed  with  the  advent 
of  People's  Republic  of  China.  The  land  tax  became,  once  again,  as  in  ancient 
times,  the  cornerstone  of  the  tax  system.  Collection  in  kind  was  continued, 
and  the   money   of  account  was   pegged   to   a  form  of  a  commodity  unit  of  account. 

The  communist  regime  had  two  land  tax  schedules  in  force,  one  for  areas 
where  the  land  reform  and  the  redistribution  of  land  had  been  accomplished,  and 
the  other  called  "Provisional  Regulations,"  in  force  till  1952  for  newly  occupied 
areas. 

In  the  areas  which  the  People's  Republic  of  China  has  controlled  for  a  long 
time,  the  rate  of  the  land  taxis  15  per  cent  of  the  gross  produce  of  the  farm,  after 
a  small  exemption  has  been  granted.  This  exemption  varies  with  the  acreage  of 
the  farm  plot  or  the  number  of  members  of  the  family  of  a  given  farmer.  There 
is  no  uniformity  in  these  exemptions.  A  few  fairly  current  practices  are  quoted 
to  show  the  variation:  13/ 

In  Chekiang,  each  farm  household  with  less  than  2  mow  (l  mow  =  .02  acres) 
of  land  is  exempted  from  tax;  in  Shantung  no  tax  is  collected  when  acreage 
per  capita  is  below  0.8  mow.  In  north  Anhui,  there  is  no  tax  for  those  whose 
annual  normal  production  is  below  124  catties;  in  Honnan  the  standard  is 
set  at  120  catties,   (l  catty  =  1.1  lbs.) 

In  newly  occupied  areas,  two  progressive  tax  schedules  are  applied  to  in- 
come from  land.  One  is  for  areas  where  rents  have  been  reduced,  the  other  where 
no  changes  have  been  made  after  communist  occupation.  The  tax  rates  vary  from 
3   to   22  per  cent  in  the  first  type  of  area,  and  from  6  to  45  per  cent  in  the  second. 

Until  the  completion  of  the  land  reform,  certain  penalty  rates  are  applied  to 
unearned  income  from  rent,  which  for  the  purpose  of  tax  calculation  has  to  be 
declared  at  20  per  cent  more  than  its  actual  amount,  while  tenants  deduct  20  per 
cent  of  their  income  for  purposes  of  tax  declaration.  Furthermore,  in  those  areas 
where  no  rent  reduction  has  taken  effect,  an  additional  surcharge  of  9  per  cent 
of  the  tenant's  income  is  added  to  the  tax  liability  of  the  landlord. 

Local  bodies  collect  the  tax  and  remit  it  to  the  next  higher  administrative 
division.  There  are  strict  laws  to  the  effect  that  the  grain  is  to  be  deposited  in 
public  granaries  controlled  by  the  Central  government.  Local  rates  were  collected 
until  1952  as  a  surcharge  of  the  basic  land  tax  rates.  Officially,  the  maximum 
surcharges  were  not  to  exceed  15  per  cent  of  the  land  tax  in  1950  and  20  per  cent 
of  the  tax  in  1951.  Non-compliance  with  these  directives  and  excessive  collections 
for  local  purposes  resulted  in  the  abolition  of  local  surcharges  as  of  1952.  The 
local  government,  at  present,  subsidizes  local  bodies  when  necessary. 

As  of  1952,  four  types  of  assessments  of  the  land  tax  were  in  force  on  the 
Chinese  mainland: 


13/   Yan    Wen-hsien,     "A    Reasonable    Understanding    of    Agricultural   Taxation,' 
Ta  Kung  Pao  f  Shanghai,  April  9,  1950). 
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(1)  A  system  of  proportional  tax  rates  without  any  provisions  for  tax 
exemptions,  in  effect  in  Northeast  China.  The  rates  are  23%  in  some 
provinces    in    the    north;     21%    in   the   southern  provinces,  15%  in  Jehol. 

(2)  A    system   of  proportional  tax  rates  with  provisions  for  tax  exemptions, 
which  is  enforced  in  North  China.    The  tax  rate  is  a  uniform  24.2  pounds  of 
millet  from  each  standard  mow  (a  standard  mow  is  one  which  produces  one 
picul  or  1 10  pounds  of  millet)  after  the  deduction  of  one  standard  mow  as  a 
tax-free  base. 

(3)  A  system  of  progressive  tax  rates  with  provisions  for  tax  exemptions, 
which  is  prevailing  in  new  areas  (i.e.,  East,  Central-South,  Southwest  and 
Northwest  China)  where  agrarian  reform  is  completed.  The  progressive 
tax  rates  range  from  7  to  30  per  cent  (of  the  normal  major  crop  yields), 
with  a  per  capita  tax  exemption  base  of  165  pounds  of  grain. 

(4)  A  system  of  progressive  tax  rates  without  tax  exemption  stipulations, 
which  is  in  force  in  new  areas  where  agrarian  reform  is  not  yet  com- 
pleted. The  progressive  tax  rates  range  from  3  to  42  per  cent,  with  a  per 
capita  tax  exemption  base  of  165  pounds  of  grain.  14/ 

Encouragement  to  increase  production  is  indirect.  Since  the  produce  of  the 
land  is  assessed  presumptively  in  terms  of  yields  of  a  yardstick  "standard  mow," 
the  additional  produce  harvested  as  a  result  of  good  management  or  favorable 
weather  conditions  is  not  taxed.  New  land  which  has  been  brought  into  cultivation 
is  exempt  from  taxation  for  a  period  of  3  to  5  years,  a  provision  which  existed 
when  the  mainland  was  controlled  by  the  Republic  of  China.  Commercial  crops 
such  as  tobacco,  hemp  and  cotton  are  encouraged  by  preferential  rates  of  taxation. 
Individual  initiative  in  irrigation  is  rewarded  in  the  same  manner. 

B.   The  Salt  Tax 

The  salt  tax  is  the  most  important  consumption  tax  imposed  in  China.  It  was 
the  third  most  important  source  of  revenue  until  the  19th  century.  At  one  time  it 
was  replaced  by  a  poll  tax  "in  lieu  of  the  salt  tax,"  and  at  other  times,  it  was 
made  part  of  the  land  tax. 

The  receipts  from  that  tax  have  always  been  quite  important  in  China. 
During  the  period  1928  to  1937,  when  the  land  tax  devolved  to  the  provincial 
governments,  the  salt  tax  was  the  second  most  important  source  of  central 
government  revenue  in  China.  It  remained  an  important  component  of  the  revenue 
throughout  the  war.  The  rates  of  the  tax  varied  from  one  area  to  another,  and  its 
incidence  on  agriculture  must  have  been  quite  heavy.  After  a  variety  of  attempts 
to  unify  the  tax,  the  tax  monopoly  was  established  during  the  Sino-Japanese  war, 
and  abolished  in  1945,  to  be  revived  once  again  in  Taiwan.  Less  than  4  per  cent  of 
Taiwan's  tax  revenue  came  from  this  source  in  1951. 

The  salt  tax  is  still  collected  on  the  mainland  as  well.  The  rates  of  the  salt 
tax  were  halved  in  1950,  yet  it  was  claimed  that  the  amount  collected  did  not 
decline  in  that  or  the  next  year. 


14/    The  China  Economic  Weekly,  No.  26  (July  3,  1952),  pp.  515, 

420 


C.  Excises 

The  so-called  consolidated  taxes  instituted  by  the  Chinese  government  in 
1932  replaced  and  inaugurated  a  number  of  new  taxes  on  commodities,  some  of 
them  agricultural  in  character.  The  following  were  objects  of  taxation:  rolled 
tobacco;  cotton  yarn;  flour;  matches;  cement;  flue-cured  tobacco;  beer;  alcohol; 
aerated  water;  firecracker  material;  mineral  products;  native  sun-cured  tobacco; 
foreign  style  wine;  native  wine;  and  stamp  tax  on  documents.  The  rates  for  these 
have  been  readjusted  but  they  are  still  collected  on  the  mainland. 

D.  Monopolies 

During  the  Sino-Japanese  war,  the  government  operated  monopolies  for  the 
purchase  and  distribution  of  salt,  sugar,  tobacco,  wine,  matches,  and  tea.  With 
the  exception  of  the  salt  monopoly,  whose  operations  were  comprehensive,  the 
other  monopolies  operated  in  only  a  few  of  the  provinces  in  free  China. 

E.  Sundry  Taxes 

Other  miscellaneous  taxes  affecting  agriculture  are  the  deed  registration 
tax  and   slaughter  tax.   These   are  collected  both   in   Taiwan  and  on  the  mainland. 

F.  Personal  Taxes 


The  origins  of  the  labor  tax  and  a  system  of  assessment  on  the  basis  of 
personal  wealth  date  in  China  from  3rd  century  A.D.  During  the  Tsin  dynasty,  in 
addition  to  the  land  tax,  a  labor  tax  and  a  family  tax  started  to  be  collected.  As 
the  method  of  assessment  of  the  tax  improved,  censuses  taken  every  three  years 
divided  families  into  nine  classes  according  to  the  extent  of  their  property.  The 
tax  was  assessed  accordingly.  Variations  of  these  taxes  have  been  fairly  current 
in  China  during  succeeding  centuries.  The  liability  of  peasants  to  work  on  public 
roads  as  required  has  been  widely  accepted  in  China.  Agricultural  income  has  not 
been  subject  to  income  taxes. 

III.  Problems  of  Administration 

A.  Methods  of  Assessment 

Enough  has  been  said  so  far  to  imply  that  the  crucial  element  in  Chinese 
taxation  of  agricultural  income  is  not  the  tax  rate  itself,  but  the  methods  of 
apportionment  or  administration  of  the  tax.  There  is,  naturally,  very  little  in- 
formation about  the  early  cadastral  surveys  undertaken  by  Emperors  of  antiquity, 
but  already  at  that  time  the  feature  of  allotting  tax  quotas  to  certain  provinces  was 
fairly  current.  The  absence  of  exact  cadastral  surveys  must  have  resulted  in  the 
variation  of  rates  of  land  taxation  in  various  parts  of  the  country. 

Such  divergence  in  tax  rates  has  persisted  till  very  recent  times,  and  there 
is  evidence  that  it  is  even  persisting  in  present  continental  China.  Much  of  it  is 
due  to  the  inadequate  methods  of  cadastration.  During  the  Manchu  regime,  which 
lasted  until  1911,  provincial  governors  or  viceroys  were  responsible  for  the 
apportionment  of  the  tax  in  their  provinces  and  were  required  to  keep  close  check 

421 


on  the  production  of  the  land  and  the  area  sown.  These  reports  to  the  Emperor 
were  supposed  to  contain  descriptions  of  the  area  sown  and  the  quality  of  the  land. 
As  the  compilation  of  reports  was  delegated  to  a  number  of  minor  officials,  in  a 
number  of  cases  land  owned  by  these  officials  was  concealed  from  the  surveys 
and  was  thus  not  taxed.  In  a  number  of  other  provinces,  ancient  cadastral  records 
dating  to  a  few  centuries  back  were  used  to  apportion  the  tax  and  no  change  was 
made  to  bring  these  record  up  to  date. 

No  complete  cadastre  was  accomplished  by  the  Chinese  Republic  Govern- 
ment either.  An  authority  claims  that  cadastral  surveys  dating  back  one  thousand 
years  were  used  in  some  districts  to  assess  the  tax  in  the  1920' s.  15/  No  real 
check    was    usually    made    on    those   who  paid  the  land  tax  and  those  who  did  not. 

The  imposition  of  quotas  on  districts  and  the  farming  out  of  taxes  did  not 
make  for  uniform  assessments  or  economy  in  collection.  According  to  official 
sources,  a  great  improvement  in  the  methods  of  collection  was  achieved  during 
the  period  of  the  Sino-Japanese  war,  when  the  Central  government  collected  the 
land  tax  in  kind,  and  then  allotted  part  of  the  amount  to  the  local  and  provincial 
authorities. 

The  record  of  collection  of  Chinese  taxation  in  money,  as  well  as  in  kind, 
leaves  much  to  be  desired.  During  the  period  prior  to  1913,  before  the  Mexican 
or  Chinese  Silver  dollar  was  adopted  as  a  national  currency,  the  collection  of  the 
taxes  was  done  in  "cash"  --  copper  coins  -  while  the  tax  was  turned  over  to  the 
central  treasury  in  silver  taels.  This,  of  course,  opened  the  way  for  much  abuse 
on  the  part  of  the  tax  collectors  with  respect  to  the  conversion  rate  between  cash 
and  taels.  Even  after  1913,  certain  areas  retained  their  local  currency,  and 
complicated  conversion  rates  had  to  be  applied  during  the  tax  season.  After  the 
beginning  of  the  Sino-Japanese  war  in  1937,  and  as  a  result  of  the  inflation,  the 
Central  government  resumed  collection  of  the  land  tax  in  kind. 

The  difficulties  of  deciding  the  fair  equivalency  for  secondary  crops  under 
such  a  system  are  obvious.  During  periods  when  the  land  tax  is  collected  in  kind, 
an  equivalent  in  terms  of  the  major  staple  is  set  for  secondary  crops.  Thus,  in 
any  given  district  so  much  millet  or  kao-liang  (sorghum)  is  said  to  be  equal  to 
so  much  rice  in  the  calculation  of  tax  assessment.  At  times  taxes  on  these  crops 
were  collected  in  currency. 

B.   Administration 

According  to  the  available  information  from  continental  China,  the  People's 
Republic  of  China  is  assessing  taxes  on  the  produce  of  land  based  on  reports  from 
the  smallest  administrative  entity,  which  are  consolidated  at  the  next  largest  and 
so  on.  The  unit  of  assessment  is  the  standard  mow  (1/6  acre).  Individual  holdings 
are  assessed  in  terms  of  the  productivity  of  the  yardstick  mow,  with  adjustments 
theoretically  being  made  for  differences  in  grade  of  land  and  consequent  differ- 
ences in  productivity  of  individual  plots  as  compared  to  the  yardstick. 


15/    Tao,  op.  cit.,  p.  35. 
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After  the  tax  base  is  determined,  it  is  posted  in  villages  and  is  then  subject 
to  protest  by  the  taxpayers.  Basically,  this  is  the  same  system  as  has  been  used 
during  the  Manchu  regime  and  even  earlier.  The  present  regime  has  been  able  to 
tax  more  land  than  previous  governments,  through  the  inclusion  of  some  land 
which  had  escaped  being  included  on  tax  rolls  before.  Yet,  even  then,  it  is  ap- 
parent that  no  substitute  for  a  cadastre  has  been  found. 

There  are  indications  that  the  heavy  strain  put  on  the  Chinese  economy,  as 
a  result  of  the  communist  intervention  in  Korea,  is  pushing  the  concern  of  equity 
in  the  taxation  of  agriculture  into  the  background.  For  the  sake  of  expediency 
more  and  more  districts  have  lump  sum  taxes  apportioned  to  them,  and  are  ex- 
pected to  provide  these  amounts  regardless  of  the  method  of  assessment  and  the 
effective  rate. 


423 


9.   THE  RECENT  EXPERIENCE  OF  THE  REPUBLIC  OF  KOREA 
WITH  TAX  COLLECTIONS  IN  KIND* 


By  Haskell  P.  Wald 
International  Program  in  Taxation,  Harvard  Law  School 

The  Republic  of  Korea  was  able  to  achieve  an  exceptionally  large  increase  in 
tax  collections  under  extremely  adverse  circumstances  during  the  recent  war.  The 
central  government's  revenue,  after  approximate  adjustment  for  price  changes, 
rose  by  two  and  one-half  times  between  the  fiscal  years  1949-50  and  1952-53.  This 
gain  was  made  in  the  face  of  the  well-known  obstacles  to  rapid  increases  in  taxation 
in  underdeveloped  countries  and  despite  the  desperately  weak  economic  condition  of 
Korea  in  the  latter  year.  The  total  volume  of  production  in  1952-53  was  less  than 
80  per  cent  of  the  1949-50  level,  while  from  20  to  25  per  cent  of  the  population  still 
was  at  least  partially  dependent  on  public  relief. 

During  the  period  of  heavy  fighting,  it  was  very  difficult,  of  course,  to  collect 
taxes.  The  government's  budget  for  the  first  war  year,  1950-51,  showed  a  huge 
deficit.  In  a  determined  effort  to  protect  the  currency  and  combat  inflation,  the 
National  Assembly  enacted  several  new  revenue  measures  in  1951  which  succeeded 
in  bringing  budget  receipts  into  close  balance  with  expenditures  during  the  next 
two  years.  The  most  effective  of  these  measures  was  the  Temporary  Land  Income 
Tax,  the  outstanding  feature  of  which  was  the  substitution  of  collections  in  kind  for 
collections  in  cash  from  the  agricultural  sector. 

It  is  unusual  to  find  a  country  reverting  to  taxation  in  kind  after  having  made 
encouraging  progress  toward  establishing  modern  economic  and  financial  insti- 
tutions. The  few  countries,  notably  China,  that  still  make  extensive  use  of  in-kind 
methods  of  taxation  are  at  an  earlier  stage  of  economic  development  than  is  the 
Republic  of  Korea  and  their  tax  systems  are  more  primitive.  The  recent  Korean 
experience,  therefore,  holds  considerable  interest  for  students  of  agricultural 
taxation.  As  is  shown  below,  the  new  land  income  tax  not  only  produced  large 
revenues,  but  it  also  served  as  an  important  tool  of  government  economic  policy 
during  the  emergency. 


This  note  is  based  upon  information  collected  by  the  author  during  a  visit  to 
Korea  in  1953  as  a  member  of  the  Economic  Consultants  Team,  United  Nations 
Korean  Reconstruction  Agency. 
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I.  Reasons  for  Resort  to  Tax  Collections  in  Kind 

The  decision  to  reexamine  and  overhaul  the  method  of  taxing  agriculture  was 
motivated,  first  of  all,  by  the  urgent  need  to  raise  a  maximum  of  revenue  from 
every  available  source,  particularly  from  the  agricultural  sector  as  the  largest  and 
most  important  in  the  Korean  economy.  Seventy  per  cent  of  the  population  derives 
its  livelihood  from  farming,  while  about  half  of  the  gross  national  product  originates 
there. 

Although  the  financial  authorities  fully  appreciated  the  anti-inflationary  value 
of  higher  tax  collections,  there  is  ample  evidence  that  they  did  not  make  the  choice 
between  cash  and  in-kind  methods  of  collection  on  fiscal  grounds  alone.  At  the 
time  the  change  was  being  considered,  the  government  was  committed  to  purchasing 
huge  quantities  of  rice--by  far  the  largest  staple  crop  of  the  country--for  distri- 
bution to  the  army,  national  police,  and  the  sizable  relief  population.  In  addition, 
government  workers  and  employees  in  government-owned  enterprises,  including 
the  railroads,  utilities,  mines,  and  various  manufacturing  plants,  received  a  rice 
supplement  as  part  of  their  wage.  Finally,  there  was  a  rationing  program  which 
aimed  to  protect  the  city  population  against  soaring  food  prices  and  recurrent  food 
shortages    by    making    available    a    limited    rice    ration  at  the  low  official  price. 

Tax  collections  in  kind,  the  government  calculated,  would  provide  a  means  of 
obtaining  the  large  quantities  of  rice  needed  for  these  purposes  more  directly  and 
efficiently  than  before.  It  had  previously  been  necessary  to  compel  farmers  to  sell 
a  portion  of  their  crop  to  the  government  at  less  favorable  prices  than  were 
obtainable  in  the  free  market.  Although  additional  quantities  of  grain  were  procured 
by  paying  highly  inflated  open-market  prices,  the  government  had  nevertheless 
fallen  behind  in  its  distributions  to  workers  and  persons  entitled  to  the  rice  ration. 
This  created  serious  hardships  for  an  important  segment  of  the  population  and 
threatened  to  upset  the  operation  of  wage  and  price  controls,  for  which  the  system 
of  rice  supplements  was  of  pivotal  importance.  The  rice  supplement  to  cash  wages 
made  it  possible  to  hold  the  nominal  wage  rates  constant  in  the  face  of  the  sharply 
increasing  cost  of  living.  As  the  price  of  rice  rose,  the  portion  of  the  wage  paid 
in  rice  became  considerably  more  valuable  to  the  worker  than  the  cash  portion  of 
wages.  The  rice  supplement  gave  wage  earners  much  of  the  benefits  of  an  escala- 
tor clause  in  their  wage  contracts,  without  requiring  constant  adjustments  in  wage 
rates  as  the  cost  of  living  increased.  This  greatly  simplified  the  administration  of 
wage  controls  and  of  price  controls  as  well.  Employers,  workers,  and  the  govern- 
ment approved  the  proposal  for  collections  in  kind  because  it  would  help  to 
strengthen  the  system  of  paying  wages  partly  in  rice.  In  other  words,  the  potential 
use  of  the  new  tax  as  an  instrument  of  national  food  policy  and  wage  and  price 
control  was  a  key  consideration. 

From  a  fiscal  standpoint,  much  of  the  attraction  of  tax  collections  in  kind 
stemmed  from  the  fact  that,  under  the  prevailing  inflationary  conditions,  such 
revenues  would  not  decline  in  purchasing  power  the  way  cash  collections  did.  The 
six-fold  increase  of  prices  during  the  first  year  of  the  war  emphasized  the  desira- 
bility of  providing  the  treasury  with  some  form  of  insurance  against  loss  of 
purchasing  power.  It  is  also  likely  that  the  treasury  officials  expected  that  in-kind 
collections  would  be  more  effective  than  cash  collections  as  a  means  of  raising 
additional  revenue  from  farmers  whose  cash  resources  are  traditionally  limited. 
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Moreover,  in-kind  collections  would  permit  the  government  to  capture  some  specu- 
lative profits  that  would  otherwise  accrue  to  middlemen  as  the  grain  moved  through 
regular  distributive  channels. 

It  was  the  intention  of  the  National  Assembly,  in  enacting  the  Temporary  Land 
Income  Tax,  to  consolidate  several  different  assessments  into  a  single  levy  on  the 
agricultural  population.  Not  only  were  the  former  Land  Tax  and  Farm  Income  Tax 
suspended  when  the  new  tax  became  effective,  but  it  was  also  provided  that  the 
provincial  and  local  taxes  on  agriculture  should  no  longer  be  collected.  This  meant, 
for  example,  that  agricultural  income  could  no  longer  be  included  in  the  base  of  the 
Household  Tax,  which  is  an  important  source  of  local  government  revenue.  In 
order  to  compensate  the  provinces  and  local  governments  for  the  loss  of  revenue, 
the  law  provided  that  35.3  per  cent  of  the  yield  of  the  new  tax  should  be  returned 
to  the  local  units.  The  goal  of  a  consolidated  levy  on  agriculture  has  not  yet  been 
realized,  however,  due  to  the  persistence  of  the  local  governments  in  collecting 
some  of  the  old  impositions  on  farmers,  such  as  the  so-called  "voluntary  contri- 
butions/' 

II.    Principal  Provisions  of  the  Land  Income  Tax  1/ 

The  Temporary  Land  Income  Tax  was  enacted  in  September  1951.  It  divided 
agricultural  land  into  two  categories  for  taxation  purposes:  Class  A,  which  includes 
paddies  and  dry  fields  producing  staple  crops,  such  as  rice,  barley,  wheat,  and  rye; 
and  Class  B,  which  includes  land  producing  vegetables,  orchard  fruits,  and  ginseng. 
Available  estimates  indicate  that  the  total  value  of  production  of  land  in  Class  A  is 
about  ten  times  that  of  land  in  Class  B.2/ 

A.  Methods  of  Assessment 

As  a  general  rule,  the  tax  on  land  producing  staple  crops  was  to  be  assessed 
in  kind  on  the  basis  of  the  average  harvest  recorded  in  the  cadastre  and  used  under 
the  earlier  laws  for  the  determination  of  the  registered  rental  value  of  the  land. 
The  country  has  a  well-developed  cadastral  system,  which  provides  accurate  and 
up-to-date  information  as  to  the  location,  size,  grade  of  land,  crops  produced, 
yield,  rental  value,  and  ownership  for  each  plot  of  land.  The  land  maps  and  records 
have  been  carefully  preserved  for  many  years  in  a  specially  designed  vault-type 
building  in  each  taxing  district.  A  law  requires  a  cadastral  survey  every  ten  years. 
A  new  survey  was  scheduled  for  1953,  but  had  to  be  postponed  because  of  the  war. 

1/  Although  the  new  tax  was  directed  primarily  toward  the  taxation  of  income 
from  agricultural  land- -or  "first  class"  land,  to  use  the  language  of  the  statute-- 
it  also  applied  to  the  income  from  urban  land,  called  "second  class"  land.  Each 
class  of  land  was  taxed  under  separate  provisions  as  to  the  tax  base,  tax  rates, 
and  time  and  method  of  payment.  The  tax  on  urban  land  was  placed  at  12  per 
cent  of  the  annual  rental  value  of  the  land.  In  addition,  the  net  income  from 
non-farm  land  was  taxed  under  a  special  tax  schedule  in  the  personal  income 
tax.  As  noted  above,  income  from  farm  land  was  not  subject  to  additional 
taxation. 

2/  This  estimate  is  based  upon  statistics  given  in  An  Economic  Programme  for 
Korean  Reconstruction,  prepared  for  the  United  Nations  Korean  Reconstruction 
Agency  (March  1954),  p.  458. 
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The  tax  on  all  other  agricultural  land,  namely,  that  producing  vegetables, 
orchard  fruits,  or  ginseng,  is  based  upon  the  farmer's  actual  net  income,  valued  in 
monetary  terms,  from  working  the  land.  The  tax  collector  determines  the  assess- 
ment on  the  basis  of  either  a  return  filed  by  the  farmer  or  a  finding  by  the  local 
Farm  Land  Investigation  Board. 

The  liable  taxpayer  is  the  actual  cultivator  of  the  land  whether  or  not  he  is 
the  owner.  As  a  result  of  the  Agrarian  Reform  Act  of  1949,  however,  virtually  all 
farmers  have  title  to  the  land  which  they  work.  When  cultivable  land  is  not  planted, 
the  owner  is  liable  for  the  tax. 

In  order  to  assure  fair  and  equitable  tax  assessments,  the  law  established  a 
Farm  Land  Investigation  Board  in  each  local  jurisdiction.  The  Board  is  composed 
of  local  farmers  appointed  by  the  district  collector  of  internal  revenue.  The  Boards 
determine  the  production  of  each  farmer  and  make  recommendations  as  to  the 
amounts  of  taxes  to  be  assessed  in  cases  of  dispute  or  hardship.  Because  of  the 
poor  harvests  in  1951  and  1952  and  the  general  suffering  of  the  population,  an 
abnormally  large  number  of  tax  assessments  were  based  upon  the  lower  actual 
harvest  as  determined  by  the  Boards,  rather  than  upon  the  average  yield  in  past 
periods. 

B.  Incentive  and  Exemption  Provisions 

There  are  a  number  of  provisions  for  exemption  from  and  mitigation  of  the 
tax.  When  land  becomes  barren  or  its  topography  is  changed  as  a  result  of  a 
national  calamity,  an  exemption  for  5  years  may  be  granted  upon  request.  Whenever 
the  actual  harvest  is  30  per  cent  or  less  of  the  registered  average  harvest,  no  tax 
is  levied.  When  non-taxable  land,  such  as  submerged  or  barren  land,  is  improved 
through  reclamation,  irrigation,  or  other  means  of  land  development,  a  tax 
exemption  for  a  period  up  to  10  years  may  be  granted  upon  request  of  the  owner. 
This  type  of  provision  parallels  the  exemption  of  essential  investment  from  taxation 
under  the  individual  and  corporate  income  taxes. 

Of  particular  interest  from  an  incentive  standpoint  is  the  explicit  provision  in 
the  law  that  no  additional  tax  should  be  imposed  whenever  the  actual  harvest 
exceeds  the  average  recorded  in  the  land  ledger.  This  provision  was  intended  to 
encourage  heavier  application  of  fertilizer  and  improved  production  methods. 
Through  continuous,  intensive  cultivation  over  thousands  of  years,  without  planned 
rotation  of  crops,  the  soils  of  Korea  have  suffered  heavy  depletion  of  plant  nutrients. 
Because  the  country  faces  such  a  difficult  problem  of  feeding  its  people  --  each 
acre  of  arable  land  must  support  about  4  persons  --  the  government  is  interested 
in     providing     every     feasible     incentive     for     farmers    to    increase  crop  yields. 

C.  Tax  Rates  and  Methods  of  Payment 


The  tax  rates  on  lands  producing  staple  crops  are  graduated  by  tax  brackets 
according  to  the  assessed  yield  of  the  taxpayer's  land.  The  rates  begin  at  15  per 
cent  on  the  first  10  suk,  and  increase  to  28  per  cent  on  the  amount  of  the  assessed 
harvest  exceeding  50  suk.  (One  suk  equals  5.11  bushels.)  As  far  as  can  be  ascer- 
tained,  only   a  few  farmers   are   subject  to   the  higher  bracket  rates. 3/   All  lands 

3/   Under  the  land  reform  program,  individual  farm  holdings  are  limited  to  3  chung- 
bo,  or  7.35  acres. 
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producing  staple  crops,  whether  rice,  barley,  wheat,  rye,  or  other  grains,  are 
taxed  under  the  same  rate  schedule.  When  a  farmer's  harvest  is  less  than  5  suk 
in  the  case  of  a  paddy  field  and  less  than  3  suk  in  the  case  of  a  dry  field,  the  tax 
base  is  reduced  by  30  per  cent. 

Farmers  paying  annual  installments  on  land  obtained  under  the  land  reform 
are  taxed  under  a  separate  rate  schedule  which  provides  a  general  reduction  of  5 
percentage  points  from  the  standard  schedule.  This  relief  was  granted  because  the 
new  landowners  must  pay  for  their  land  in  5  annual  installments,  each  amounting 
to  30  per  cent  of  a  year's  harvest. 4/ 

The  tax  rates  on  lands  producing  vegetables,  orchard  fruits,  and  ginseng  are 
graduated  according  to  net  income  brackets.  They  start  at  25  per  cent  on  net  in- 
come up  to  4,000  hwan  and  rise  to  70  per  cent  on  the  amount  of  net  income  above 
500,000  hwan.  (At  the  official  exchange  rate,  180  hwan  equal  one  dollar.)  In  the 
case  of  owners  of  land  obtained  under  the  land  reform,  the  tax  rates  are  reduced 
by  10  percentage  points  in  each  income  bracket. 

The  year  is  divided  into  two  taxable  periods,  the  first  from  January  1  to 
July  31,  and  the  second  from  August  1  to  December  31r  The  taxes  are  assessed 
during  June  and  November  and  collected  during  July-August  and  November- 
December.  This  schedule  was  adopted  because  double  cropping  is  so  prevalent. 
Most  of  the  upland  fields  and  about  40  per  cent  of  the  paddy  lands  are  double 
cropped. 

The  tax  on  land  producing  staple  crops  must  be  paid  in  kind.  The  taxpayer 
can  always  pay  in  rice,  regardless  of  which  crops  are  grown  on  his  land.  Farmers 
cultivating  Class  B  land  have  the  option  of  paying  either  in  cash  or  in  grain  of 
equivalent  monetary  value.  The  collection  statistics  for  the  fiscal  year  1952-53 
show  that  more  than  95  per  cent  of  the  combined  tax  on  both  classes  of  agricultural 
land  was  paid  in  staple  grains,  primarily  rice  and  barley. 

The  grain  is  required  to  be  delivered  to  collection  points,  where  it  is  in- 
spected and  inventoried  by  the  tax  officials.  Representatives  of  the  Federation  of 
Financial  Associations  assist  in  this  work.  The  grain  is  deposited  in  the  Fed- 
eration's warehouses  and  held  until  requisitioned  by  the  Ministry  of  Agriculture. 5/ 

The  methods  of  the  Federation  in  handling  the  grain  have  occasionally  been 
criticized.  Collection,  storage  and  distribution  of  grain  in  such  huge  quantities 
present  serious  policing  problems,  and  it  would  be  unusual  if  there  were  no  large 
losses  through  theft  or  otherwise. 

4/  Prior  to  the  land  reform,  landowners  received  in  the  neighborhood  of  60  per 
cent  of  the  crop  per  year  from  their  tenants. 

5/  The  Federation  of  Financial  Associations  was  originally  an  organization  of 
small  cooperative  banks  which  provided  banking  and  credit  facilities  to  small 
farmers  and  merchants.  In  recent  years,  the  Federation  has  taken  on  many  non- 
banking  activities,  such  as  the  collection,  warehousing,  and  distribution  of  grain 
and  the  purchase  and  distribution  of  imported  fertilizer  and  raw  rubber,  and  has 
become,  in  effect,  a  government  agency  exerting  wide  influence  over  the  farm 
community.  (See  "Organization  and  Functions  of  Korean  Financial  Associations 
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HI.  Tax  Yield 

The  Temporary  Land  Income  Tax  rapidly  became  the  largest  single  source 
of  government  revenue  in  Korea.  In  the  budget  estimates  for  1953-54,  the  tax 
accounts  for  about  one-fourth  of  total  tax  receipts.  The  budget  statistics,  however, 
grossly  understate  the  yield  of  the  tax,  due  to  the  fact  that  the  collections  in  kind 
are  valued  at  the  low  official  prices  established  by  the  government  rather  than  at 
actual  market  prices.  During  1952  and  1953  the  official  prices  varied  between  one- 
third  and  one-half  of  the  free  market  prices.  If  the  collections  were  valued  at 
realistic  market  prices,  the  share  of  the  land  income  tax  in  the  total  would  be 
between  40  and  45  per  cent. 

The  budget  estimates  anticipated  that  11  per  cent  of  the  rice  harvest  would 
be  paid  as  taxes  in  1953  and  that  comparable  percentages  of  other  grains  would  be 
collected.  It  seems  doubtful  that  any  tax  of  the  conventional  type  could  have 
mobilized  as  large  a  portion  of  the  gross  income  of  Korean  farmers. 6/ 

IV.  Valuation  of  Grain  Collections  for  Official  Purposes 

From  the  standpoint  of  the  balance  between  budget  receipts  and  expenditures, 
the  decision  as  to  what  prices  to  use  in  valuing  the  grain  collections  is  ordinarily 
of  no  consequence,  for  the  reason  that  the  grain  which  is  collected  and  reported  as 
tax  receipts  shows  up  again  in  the  budget  accounts  as  an  expenditure  when  it  is  dis- 
tributed to  the  army,  relief  population,  and  government  workers.  If  the  official 
grain  prices  were  raised  to  a  more  realistic  level,  both  receipts  and  expenditures 
would  be  increased  by  approximately  equal  amounts.  The  situation  is  different, 
however,  when  the  grain  is  sold  to  the  public,  since  the  official  prices  then  deter- 
mine how  much  the  government  will  receive  as  the  seller. 

The  decision  on  pricing,  however,  has  other  important  implications.  For 
example,  payments  to  the  former  landowners  are  determined  on  the  basis  of  the 
official  grain  prices.  Under  the  land  reform,  these  landowners  were  compensated 
with  government  bonds,  the  face  value  of  which  is  shown  as  150  per  cent  of  the 
average  annual  production  in  kind  of  the  land  holdings  which  they  surrendered.  The 
bonds  are  to  be  redeemed  in  cash  in  five  annual  installments,  each  of  which  is 
determined  by  converting  one-fifth  of  the  amount  of  production  represented  by  the 
bond  into  its  monetary  equivalent.  The  net  cost  to  the  treasury  is  lowest,  therefore, 
when  the  official  price  for  grain  also  is  lowest.  Each  time  the  government  has 
raised  its  official  prices,  it  has  thereby  mitigated  the  effect  of  the  inflation  on  the 
value  of  the  bonds  held  by  the  former  landowners. 7/ 

Footnote  5  continued: 

for  Agriculture"  in  Mobilization  of  Domestic  Capital:  Report  and  Documents  of 
the  Second  Working  Party  of  Experts,  Economic  Commission  for  Asia  and  the 
Far  East  (Bangkok,   1953),  pp.  219-221.) 

6/  The  available  statistics  suggest  that  collections  in  kind  account  for  an  even  larg- 
er share  --  between  15  and  20  per  cent  --  of  agricultural  production  in  several 
parts  of  China.  (See  Part  Four,  No.  8,  Section  II.  A,  this  volume.) 

7/  In  an  effort  to  encourage  the  transfer  ofcapital  that  was  previously  invested  in 
land  to  industrial  use,  the  government  permits  the  ex-landlords  to  purchase 
former  Japanese  (vested)  properties,  now  owned  by  the  government,  with  the 
land  bonds. 
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A  further  result  of  the  practice  of  underpricing  the  grain  is  that  it  serves  to 
lower  the  income  taxes  of  the  large  number  of  wage  earners  who  are  paid  partly  in 
rice.  Although  the  value  of  the  rice  is  included  in  the  income  base  used  for  comput- 
ing the  amount  of  tax  withholding,  the  rice  is  valued  at  the  official  price  and  not  the 
actual  market  price.  The  effect  is  to  discriminate  seriously  against  those  workers 
who  are  paid  wholly  in  cash  and  thus  are  taxed  on  the  full  monetary  value  of  their 
wage  income.  The  resultant  tax  saving,  however,  is  not  necessarily  a  net  gain  for 
those  workers  who  receive  a  wage  supplement  in  the  form  of  rice,  since  most  of 
them  are  notoriously  underpaid  in  relation  to  other  workers.  It  would  be  easy  for 
the  government  to  look  upon  the  understatement  of  tax  liability  as  providing  a 
partial  offset  against  the  low  wage  scale. 

V.  Conclusions 


Only  limited  conclusions  can  be  drawn  with  respect  to  the  Korean  experience 
with  the  land  income  tax.  The  available  information,  with  the  exception  of  collection 
statistics,  is  extremely  scanty,  partly  because  thetaxhas  been  in  effect  for  only  a 
few  years.  It  is  not  possible  to  compare  the  cost  of  collections  in  kind  with  that  of 
collections  in  cash,  nor  has  any  information  been  assembled  which  throws  new 
light  on  the  administrative  advantages  and  disadvantages  of  each  method. 

In  appraising  the  Korean  experience,  one  should  not  overlook  the  fact  that 
the  tax  was  designated  as  "temporary. "  This  was  done  because  it  was  originally 
proposed  as  a  wartime  measure  rather  than  as  a  more  lasting  solution  to  the  prob- 
lem of  taxing  the  agricultural  sector.  The  relative  severity  of  the  rate  schedule 
and  the  absence  of  allowances  for  size  of  family  are  examples  of  features  of  the  tax 
which  would  probably  not  be  acceptable  to  the  Korean  authorities  under  more 
normal  conditions.  In  instituting  this  system,  moreover,  the  authorities  made  no 
commitment  as  to  the  long-term  desirability  of  the  provision  for  collections  in 
kind. 

The  large  yield  of  the  tax  has  been  valuable  both  for  anti-inflationary  fiscal 
purposes  and  as  a  means  of  placing  needed  grain  at  the  disposal  of  the  government. 
It  is  difficult  to  conceive  of  alternative  measures  that  would  have  operated  so  well 
in  these  respects.  On  the  other  hand,  the  fact  that  the  tax  served  to  buttress  the 
system  of  direct  controls  over  prices  and  wages  is  not  considered  as  an  advantage 
by  some  observers.  It  is  easily  demonstrated  that  the  controls  have  not  been 
effective.  The  lack  of  effectiveness,  however,  was  not  associated  in  any  way  with 
the  tax  or  the  system  of  grain  distributions  as  such,  but  rather  with  general  weak- 
nesses in  government  administration  and  with  a  misconceived  "hold-the-line" 
pricing  policy  which  could  not  cope  with  the  enormous  inflationary  gap.  These 
issues  cannot  be  examined  in  this  brief  report,  except  to  note  that  the  abandonment 
of  most  of  the  direct  controls  has  often  been  recommended  in  order  to  permit  the 
price  structure  to  respond  freely  to  the  interplay  of  market  forces. 8/ 


8/  For  example,  see  An  Economic  Program  for  Korean  Reconstruction,  op.  cit.. 
pp.  184-195,  and  the  Report  of  the  Special  Representative  of  the  President  for 
Korean  Economic  Affairs,  June  15,   1953  (Washington). 


430 


Before  collections  in  kind  could  be  recommended  as  a  continuing  feature  of 
the  Korean  tax  system,  or  as  a  feature  of  taxation  in  other  underdeveloped 
countries,  it  would  be  necessary  to  decide,  first,  how  large  a  role  the  government 
should  play  in  the  marketing  of  agricultural  crops.  This  was  not  an  issue  in  Korea 
in  1951,  because  of  the  size  of  the  government's  grain  requirements  for  relief  and 
military  needs  and  because  the  rice  ration  was  essential  in  order  to  protect  the 
population  against  the  effects  of  rising  food  prices  and  food  shortages.  Other 
questions,  too,  would  need  to  be  answered,  such  as  whether  collections  in  kind  would 
tend  to  restrict  the  further  monetization  of  the  economy  and  what  effect  this  might 
have  on  economic  development,  and  whether  they  would  have  differential  effects 
on  the  production  of  staple  as  against  other  crops. 
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APPENDIX 


Appendix 


INTERNATIONAL  PROGRAM  IN  TAXATION 
LAW  SCHOOL  OF  HARVARD  UNIVERSITY 


A  Statement  of  Activities,  1953-54 


The  International  Program  in  Taxation  seeks  to  combine  legal  and  economic 
investigations  of  tax  law  and  administration  with  training  of  foreign  tax  officials 
in  practical  methods  and  techniques  that  will  aid  in  the  improvement  of  tax 
policies,  laws,  and  administrative  practices  throughout  the  world.  These  activities 
are  being  carried  out  in  close  cooperation  with  the  Fiscal  Division  of  the  United 
Nations  Department  of  Economic  Affairs.  Cooperative  arrangements,  relating  to 
special  phases  of  the  Program's  activities,  have  also  been  made  with  the  United 
States  and  foreign  governments,  and  with  other  universities,  both  in  this  country 
and  abroad. 


Training  for  Foreign  Officials 

The  Program  provides  an  intensive  training  course  in  public  finance  and  the 
problems  of  tax  legislation  and  administration  for  a  select  group  of  foreign  offi- 
cials. Most  of  the  participants  in  this  training,  which  has  become  an  integral  part 
of  recognized  technical  assistance  programs,  are  nominated  by  their  governments 
and  receive  scholarships  and  fellowships  from  the  United  Nations  Technical 
Assistance  Administration  and  the  United  States  Foreign  Operations  Administra- 
tion. Other  participants  receive  grants  from  their  own  governments  and  from 
private  organizations.  Graduate  students,  Rockefeller  and  Fulbright  scholars  and 
others  also  take  part  in  some  of  the  training  activities. 

Although  the  training  course  is  especially  fitted  to  the  needs  and  backgrounds 
of  the  individual  participants,  it  is  organized  around  three  seminars  conducted  by 
the  Program  staff:  Problems  of  Tax  Policy;  Problems  of  Tax  Administration  and 
Legislation;  and  Problems  of  Public  Finance  in  Underdeveloped  Countries.  The 
Program's  own  training  activities  are  supplemented  by  regular  courses  in  United 
States  taxation,  public  finance,  accounting,  etc.,  at  the  Law  School  and  other 
departments  of  the  University.  Those  officials  whose  primary  responsibilities 
are  administrative  observe  tax  administration  in  operation  in  various  offices  of 
the  United  States  Internal  Revenue  Service  and  the  Canadian  Ministry  of  National 
Revenue.  As  an  important  part  of  hi  straining  activities  each  participant  undertakes 
a  detailed  research  project  on  an  aspect  of  his  country's  fiscal  and  tax  problems. 
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The  following  officials  were  registered  for  the  academic  year  1953-54: 

Abdel  Moneim  Abd  Rabbo,  Inspector  of  Taxes,  Department  of  Taxation,  Egypt 

Marcelo  Aguilar  y  Maya,  Nacional  Financiera,  S.A.,  Mexico 

Miguel  Am  at,  Chief  Auditor,  Income  Tax  Investigations,  Panama 

Hugo  Ferreira,  Legal  Department,  Ministry  of  Mines  and  Petroleum,  Colombia 

Sayed    Mohamed    Habib,    Agent    and  Technical  Adviser  to  the  Sub-Director, 

Department  of  Taxation,  Egypt 
Ahmed  Salah  Jamjoom,  Deputy  Director,  Department  of  Zakat  and  Income  Tax, 

Saudi  Arabia 
Alban    Lataste     H.,     Economic     Adviser    to    the    Minister    of  Finance,  Chile 
Alfonso  Moises-Beatriz,   Chief  of  Financial  Studies  Department,  Ministry  of 

Finance,  El  Salvador 
Massud   Azam    Zanghenah,    Commissioner  of  Taxation,   Department  of  Inland 

Revenue, Iran 


Manual  on  Income  Tax  Administration 

As  a  result  of  the  pragmatic  approach  in  the  training  course,  considerable 
information  has  been  collected  on  the  problems  of  tax  administration  throughout 
the  world.  The  Program,  with  the  assistance  of  two  experts  with  experience  in  tax 
administration  in  underdeveloped  countries,  one  from  the  United  States  Internal 
Revenue  Service  and  the  other  from  the  United  Kingdom  Board  of  Inland  Revenue, 
is  preparing  a  Manual  on  Income  Tax  Administration  which  is  designed  for  use  in 
underdeveloped  countries. 

The  Role  of  Taxation  in  Private  International  Investment 

A  comprehensive  study  of  the  effects  of  taxation  on  United  States  private 
foreign  investment  is  being  conducted,  with  basic  information  being  obtained  through 
interviews  with  a  representative  group  of  business  firms.  The  purpose  of  this 
study  is  to  determine  business  attitudes  toward  foreign  investment,  the  importance 
of  tax  and  other  deterrents  to  foreign  investment,  and  the  kinds  of  inducements 
that  might  increase  private  investment  abroad.  A  preliminary  report  on  one  phase 
of  the  project  was  published  in  the  spring  of  1954  under  the  title,  "United  States 
Tax  Incentives  to  Direct  Private  Foreign  Investment." 

The  Harvard  Business  School  has  made  available  for  this  work  on  a  full-time 
basis  a  faculty  specialist  in  foreign  trade  and  investment.  This  investigation  has 
been  aided  by  arrangements  under  which  the  Program  staff  assisted  in  the  analysis 
of  information  collected  by  the  Department  of  Commerce  in  interviews  with 
business  firms  and  in  the  preparation  of  the  material  for  publication.  Further,  an 
analysis  of  the  tax  systems  of  the  major  capital-importing  and  capital- exporting 
countries  is  being  made  with  the  cooperation  of  foreign  universities  and  foreign 
government  officials  and  tax  specialists. 

The  Program  staff  cooperated  in  the  preparation  of  the  United  Nations  study, 
"United  States  Income  Taxation  of  Private  United  States  Investment  in  Latin 
America/'  which  was  published  in  January  1953. 
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Agricultural  Taxation  and  Economic  Development 

An  International  Conference  on  Agricultural  Taxation  and  Economic  Develop- 
ment convened  at  the  Law  School  at  the  end  of  January  1954.  The  United  Nations 
Secretariat  took  part  in  planning  the  Conference  and  was  officially  represented  at 
it,  along  with  the  Food  and  Agriculture  Organization,  the  International  Monetary 
Fund,  and  the  International  Bank  for  Reconstruction  and  Development.  Participants 
also  came  from  other  universities  and  United  States  Government  agencies.  The 
Conference  appraised  the  work  already  done  in  the  field  of  agricultural  taxation 
and  economic  development  and  suggested  guidelines  for  research  projects  which 
would  be  useful  to  underdeveloped  countries.  The  Papers  and  Proceedings  of  the 
Conference  were  published  in  the  summer  of  1954. 

The  Program  staff  is  preparing  a  report  which  will  summarize  the  conclusions 
to  be  derived  from  the  work  of  the  Conference  and  also  serve  as  a  planning  guide 
for  research  on  agricultural  taxation  and  economic  development.  The  plans  for 
further  work  in  this  field  include  a  series  of  studies  on  selected  instruments  of 
agricultural  tax  policy  and  on  the  impact  of  taxation  on  the  agricultural  population 
in  selected  countries. 

Taxation  and  Capital  Formation 

An  analytic  study  of  the  effects  of  taxation  on  capital  formation  in  underdevel- 
oped countries  has  been  started  by  the  Program.  The  objectives  of  the  study  are 
to  appraise  the  effectiveness  of  a  variety  of  fiscal  measures  designed  to  encourage 
capital  formation  and  to  suggest  structural  changes  in  the  tax  systems  of  under- 
developed countries  which  would  facilitate  the  building  of  productive  facilities. 
The  study  is  being  conducted  in  cooperation  with  the  Fiscal  Division  of  the  United 
Nations  Department  of  Economic  Affairs. 

Series  of  Tax  Reports 

The  importance  of  expanding  the  flow  of  investment  capital  to  underdeveloped 
countries  increases  the  need  for  current,  accurate,  and  comprehensive  information 
on  foreign  taxes.  Work  has  begun  on  the  preparation  and  publication  of  a  series  of 
foreign  tax  reports.  This  undertaking  would  accord  with  Resolution  378  G  (XIII)  of 
the  United  Nations  Economic  and  Social  Council  and  with  requests  from  American 
business  organizations.  The  project  is  being  carried  out  in  close  cooperation  with 
the  United  Nations  Fiscal  Division  and  would  rely  on  jointly  selected  foreign  tax 
experts  for  much  of  the  basic  information  for  each  country.  The  Law  School  has 
invited  an  Advisory  Board  of  leading  American  tax  counsel  and  corporate  tax 
executives  to  advise  on  this  work. 

The  undertaking  of  this  project  by  the  Program  has  been  made  possible 
largely  through  gifts  from  corporations  active  in  the  international  field. 

Additional  Activities 

As  a  result  of  the  Program's  interest  in  the  codification  of  tax  legislation, 
Enrique  Matta  R.,  a  technical  advisor  to  the  Minister  of  Finance  of  Chile,  in  con- 
sultation with  members  of  the  Program  staff,  has  prepared  an  integration  and 
codification  of  Chile's  tax  laws. 
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Research  has  been  undertaken  on  the  use  of  export  duties,  multiple  exchange 
rates,  marketing  boards,  and  related  measures  for  the  promotion  of  economic 
stability  and  development.  The  experience  of  certain  underdeveloped  countries 
will  be  studied  in  this  connection. 

Preliminary  studies  have  been  made  of  certain  aspects  of  the  tax  structure 
of  India  in  connection  with  plans  to  establish  cooperation  with  Indian  universities 
in    a    broader  investigation   of  the   relation  of  taxation  to  economic  development. 

Bibliographical  and  documentary  work  is  carried  on  to  catalogue  all  the  tax 
materials  available  at  the  Harvard  Law  Library  and  to  secure  continued  acquisition 
of  current  materials. 

Staff     (as  of  June  1954) 

Stanley    S.    Surrey,    B.S.,    LL.B.      Director.    Professor  of  Law.  Chief  Reporter, 

American  Law  Institute  Income  Tax  Project.  Tax  Legislative  Counsel,  U.  S. 

Treasury    Department,     1942-1947.    Member    of    American  Tax  Missions  to 

Japan,  1949  and  1950. 
William   Sprague   Barnes,   A.B.,  LL.B.     Director,  Tax  Reports.  Secretary,  Inter- 
national   Legal    Studies,    1952-1954.   Director  of  the   Foreign  Law  Research 

Study,  1950-1952. 
E.  Robert  Barlow,  A.B.,  M.B.A.,  D.C.S.   Business  Consultant.  Assistant  Professor 

of    Business    Administration.    Economist,    National  City   Bank  of  New  York, 

1940-1942. 
Joseph  N.  Froomkin,  A.B.,  M.B.A.,  Ph.D.   Research  Economist.  Economic  Affairs 

Officer,    Fiscal    Division,    United    Nations,    1950.    Bureau    of  Applied  Social 

Research,  Columbia  University,  1951. 
Dominik    Garance,    LL.M.,    Dr.    jur.,   Dr.  en  Droit,   Ph.D.  Documentary  Officer. 

Formerly   Assistant  Librarian  of  the   Center  of  Documentation,   Ministry  of 

National  Economy,  France. 
Henry    J.    Gumpel,   LL.B.,   M.S.,   Dr.   jur.   Foreign  Editor,   Tax  Reports,  C.P.A., 

Member  of  New  York  Bar. 
Phiroze   Irani,   A.B.,   M.A.,   LL.B.,   LL.M.   Research  Assistant  (India).  Fellow  St. 

Zavier's  College,  1943-1945.  Advocate  (O.S.)  High  Court  Bombay. 
Jonathan    V.    Levin,    B.S.,    M.A.,    Diplome.    Research   Fellow.   Clayton  Research 

Fellow   in  International   Economics,    Fletcher  School   of  Law  and  Diplomacy, 

1953. 
Herrick   K.   Lidstone,  A.B.,  LL.B.    Assistant  Director.  Member  of  New  York  Bar. 

Associated  with  Paul,  Weiss,  Rifkind,  Wharton  &  Garrison,  1948-1953. 
Haskell    P.    Wald,    A.B.,    A.M.,    Ph.D.   Economic    Advisor.    Economist,    Federal 

Agencies    1938-1950,    President's   Council  of  Economic  Advisors,  1950-1953. 

Member  of  Consultants  Team,  Korea,  1953. 
Ira   Tensard   Wender,  J.D.,  LL.M.   Assistant  Director.  Member  of  New  York  Bar. 

Associated  with  Lord,  Day  &  Lord,  1951-1953. 

Consultants      (1953-1954) 

J.  Keith  Butters,  Professor  of  Business  Administration,  Harvard  Business  School 
Vernon  H.  Gaston,  Office  of  the  Assistant  Commissioner  (Technical),  U.  S.  Internal 
Revenue 
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Walter  W.  Heller,  Professor  of  Economics,  University  of  Minnesota 

W.    W.    Morton,    Assistant    Secretary,    United  Kingdom   Board  of  Inland  Revenue 

Gustav   F.  Papanek,  Assistant  to  the  Deputy  Director,  Ford  Advisory  Group  to  the 

Planning  Board  of  the  Government  of  Pakistan 
Joseph   A.   Pechman,    Associate   Professor  of  Finance,  Massachusetts  Institute  of 

Technology 
Arnold  M.  Soloway,  Assistant  Professor  of  Economics,  Harvard  University 
Lawrence  E.  Thompson,  Assistant  Professor  of  Business  Administration,  Harvard 

Business  School 
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